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December  2001 


The  Legislative  Audit  Committee 
of  the  Montana  State  Legislature: 

This  is  our  report  on  the  financial-compliance  audit  of  Department  of  Public  Health  and  Human 
Services  for  the  two  fiscal  years  ended  June  30,  2001.  This  is  the  third  audit  of  the  department 
since  a  major  reorganization  that  was  effective  July  1,  1995.  This  audit  report  includes 
recommendations  concerning  implementation  of  an  effective,  efficient  financial  management 
control  structure;  improving  federal  cash  management  procedures  to  increase  General  Fund 
investment  income;  implementing  procedures  to  ensure  compliance  with  requirements  of  federal 
programs;  and  developing  controls  to  comply  with  state  laws  over  accounting  and  data 
processing. 

We  thank  the  director  and  her  staff  for  the  assistance  and  cooperation  provided  during  the  audit. 
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Report  Summary 


Department  of  Public 
Health  and  Human 
Services 


We  performed  a  financial-compliance  audit  of  the  Department  of 
Public  Health  and  Human  Services  (PHHS)  for  the  two  fiscal  years 
ended  June  30,  2001.  We  determined  the  status  of  audit 
recommendations  made  to  PHHS  in  the  previous  audit.  Of  the  23 
recommendations  still  applicable  to  the  agency,  PHHS 
implemented  9,  partially  implemented  7  and  did  not  implement  7. 


We  issued  a  qualified  opinion  on  the  financial  schedules  for  each  of 
the  two  years  under  audit.  The  opinion,  located  on  page  A-3, 
discusses  misstatements  of  $50,724,127  and  $6,71 1,913.  The  reader 
should  use  caution  when  analyzing  the  presented  financial 
information  and  the  supporting  data  on  the  Statewide  Accounting, 
Budgeting  and  Human  Resources  System. 

This  audit  report  contains  24  recommendations  to  PHHS.  The  issues 
discussed  in  this  report  include  noncompliance  with  federal 
regulations  concerning  cash  management,  earmarking,  and  reporting. 
Issues  include  discussion  of  various  accounting  errors  and 
incomplete  or  nonexistent  reconciliations  between  PHHS's  primary 
accounting  records,  its  subsystems,  e.g.  Child  and  Adult  Protective 
Services  (CAPS),  and  its  federal  reports.  These  issues  could  have 
been  prevented,  or  detected  and  corrected  in  a  timely  manner,  if 
PHHS  had  an  efficient  and  effective  financial  management  control 
structure  in  place. 

PHHS  management's  response  to  our  recommendations  starts  on 
page  B-3  of  the  report  document.  The  listing  below  serves  as  a 
means  of  summarizing  the  recommendations  contained  in  the  report, 
the  department's  response  thereto,  and  a  reference  to  the  supporting 
comments. 


Recommendation  #1 


We  recommend  the  department  implement  a  financial 
management  control  structure  to  assure  financial 
accountability  and  compliance  with  state  and  federal  laws 
and  regulations 


11 


Department  response:  Concur.  See  page  B-4. 
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Recommendation  #2 


We  recommend  the  department: 


Page  S-2 


A.    Implement  effective  controls  to  ensure  compliance  with 
federal  cash  management  requirements. 


B.    Draw  federal  funds  in  accordance  with  federal 
regulations 


15 


Department  response:  Concur.  See  page  B-4. 


Recommendation  #3 


We  recommend  the  department  record  financial  activity  in  a 
timely  manner  to  minimize  the  need  to  finance  federal  costs 
with  state  funds 


17 


Department  response:  Concur.  See  page  B-4. 


Recommendation  #4 


We  recommend  the  department: 


A.   Comply  with  state  law  regarding  receiving  and  repaying 
inter-entity  loans. 


B.  Review  loan  balances  in  funds  and  work  with  the 
Department  of  Administration  to  address  specific 
financial  needs 


19 


Department  response:  Concur.  See  page  B-4. 


Recommendation  #5 


We  recommend  the  department  develop  a  system  security 
and  risk  review  plan  and  document  the  results  of  the  review 
in  order  to  comply  with  federal  regulations 


20 


Department  response:  Concur.  See  page  B-5. 


Report  Summary 

We  recommend  the  department  implement  policies  and 
procedures  to  ensure  timely  completion  and  resolution  of 
reconciliations  between  the  state's  accounting  system  and 
the  department's  various  subsystems 22 

Department  response:  Concur.  See  page  B-5. 

We  recommend  the  department  implement  a  procedure  to 

ensure  that  MMIS  access  granted  to  employees  is  cancelled 

when  employment  is  terminated 23 

Department  response:  Concur.  See  page  B-5. 

We  recommend  the  department  comply  with  constitutional 
and  statutory  requirements  by  disbursing  funds  only  under 
an  appropriation  made  by  law 25 

Department  response:  Concur.  See  page  B-5. 

We  recommend  the  department  transfer  $6,711,913  to  the 

General  Fund  from  the  State  Special  Revenue  Fund  as 

required  by  state  law 26 

Department  response:  Partially  concur.  See  page  B-5. 

We  recommend  the  department: 

A.  Apply  established  review  procedures  to  prevent,  detect, 
and  correct  accounting  errors  in  a  timely  manner. 

B.  Implement  procedures  to  properly  record  Agency  Fund 
additions  and  reductions  to  the  Property  Held  in  Trust 
account. 

C.  Ensure  subsidiary  patient  account  records  agree  to  the 
accounting  system. 


Recommendation  #6 


Recommendation  #7 


Recommendation  #8 


Recommendation  #9 


Recommendation  #10 
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Recommendation  #1 1 


Recommendation  #12 


Recommendation  #13 


Recommendation  #14 


D.  Refund  the  $  1 2 1 , 1 1 2  in  indirect  cost  overpayments  to 
the  federal  programs  affected. 

E.  Establish  procedures  to  evaluate  whether  the  difference 
between  actual  expenditures  and  expenditure  projections 

is  reasonable  prior  to  making  accrual  entries 30 

Department  response:  Concur.  See  page  B-6. 
We  recommend  the  department: 

A.  Adjust  foster  care  expenditure  amounts  to  charge  eligible 
costs  of  prior  years  to  federal  funding  sources,  if  cost 
effective. 

B.  Develop  and  implement  controls  to  ensure  federal  funds 

are  used  when  there  are  eligible  expenditures 32 

Department  response:  Concur.  See  page  B-6. 

We  recommend  the  department  complete  the  calculation  of 

per  diem  rates  by  July  1  each  year,  as  required  by  state  law 33 

Department  response:  Partially  concur.  See  page  B-7. 

We  recommend  the  department  develop  a  health  care 

database  as  required  by  section  50-4-502,  MCA 33 

Department  response:  Partially  concur.  See  page  B-7. 

We  recommend  the  department: 

A.    Implement  procedures  to  track  earmarked 

expenditure  categories  by  grant  year  for  the  SAPT  grant. 
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Recommendation  #15 


Recommendation  #16 


Recommendation  #  1 7 


Recommendation  #  1 8 


Recommendation  #19 


Report  Summary 

B.  Monitor  expenditures  to  ensure  each  charge  is  properly 
obligated  or  paid  within  the  period  of  availability  of  the 
grant 35 

Department  response:  Concur.  See  page  B-7. 

We  recommend  the  department  seek  revision  of  the  contract 
related  to  the  revolving  housing  loan  account  to  achieve 
compliance  with  federal  cash  management  regulations 36 

Department  response:  Concur.  See  page  B-7. 

We  recommend  the  department  establish  procedures  to 

ensure  wage  verification  for  TANF  participants 37 

Department  response:  Concur.  See  page  B-7. 

We  recommend  PHHS  discontinue  preparing  ineffective 

TEAMS  exception  reports  and  establish  procedures  to  ensure 

the  use  of  those  reports  useful  in  monitoring  program 

activities 38 

Department  response:  Concur.  See  page  B-8. 

We  recommend  the  department  establish  procedures  to 

ensure  completion  and  documentation  of  reviews  of  WIC 

edit  reports  which  identify  potential  improper  use  of 

vouchers 39 

Department  response:  Concur.  See  page  B-8. 

We  recommend  the  department: 

A.   Document  procedures  used  to  reconcile  food  stamp 
issuances  reported  by  the  contractor  and  those  recorded 
as  authorized  on  the  department's  records. 


^ 
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Recommendation  #20 


Recommendation  #2 1 


Recommendation  #22 


Recommendation  #23 


Recommendation  #24 


B.    Cross  train  employees  so  administrative  responsibilities 

can  be  met  if  turnover  occurs 40 

Department  response:  Concur.  See  page  B-8. 

We  recommend  the  department  establish  procedures  to 
ensure  Medicaid  overpayments  are  reported  on  the  Medicaid 
expenditure  report  in  accordance  with  federal  regulations 41 

Department  response:  Concur.  See  page  B-8. 

We  recommend  the  department  establish  procedures  to 

ensure  federal  Social  Services  Block  Grant  reports  are 

supported  by  the  accounting  records 42 

Department  response:  Concur.  See  page  B-9. 

We  recommend  the  department  implement  controls  to  ensure 
the  cash  management  interest  obligation  calculation 
spreadsheets  submitted  to  the  Department  of  Administration 
reconcile  with  the  accounting  records  and  are  accurate 43 

Department  response:  Concur.  See  page  B-9. 

We  recommend  the  department  implement  control 
procedures  to  ensure  state  records  and  supporting 
documentation  related  to  a  federal  award  are  maintained  in 
accordance  with  federal  regulations 44 

Department  response:  Concur.  See  page  B-9. 

We  recommend  the  department  develop  an  approval  process 

to  ensure  the  department  is  not  contracting  with  suspended 

or  debarred  parties 45 

Department  response:  Concur.  See  page  B-9. 
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Introduction  and  Scope  of 
Audit 


Background 


We  performed  a  financial-compliance  audit  of  the  Department  of  Public 
Health  and  Human  Services  (PHHS)  for  the  two  fiscal  years  ended 
June  30,  2001.  The  objectives  of  the  audit  were  to: 

1.  Determine  if  the  department  complied  with  applicable  federal  and 
state  laws  and  regulations. 

2.  Review  the  department's  internal,  financial  operation,  and 
administrative  controls  and  make  recommendations  for  their 
improvement. 

3.  Determine  if  the  department's  financial  schedules  present  fairly,  in 
accordance  with  state  accounting  policy,  the  results  of  operations 
for  the  fiscal  years  ended  June  30,  2000  and  2001. 

4.  Determine  the  implementation  status  of  prior  audit 
recommendations  for  which  the  department  was  responsible. 

This  report  contains  24  recommendations  to  the  department.  These 
recommendations  address  areas  where  the  department  can  improve 
controls,  accounting  procedures,  and  compliance  with  federal  and  state 
laws  and  regulations.  Other  concerns  deemed  not  to  have  a  significant 
effect  on  the  successful  operation  of  department  programs  have  been 
discussed  with  department  management  and  are  not  included  in  this 
report.  In  accordance  with  section  5-13-307,  MCA,  we  analyzed  and 
disclosed  the  cost,  if  significant,  of  implementing  the  recommendations 
in  this  report. 

The  legislature  reorganized  the  state's  health  and  human  services 
agencies  effective  July  1,  1995.  Chapter  546,  Laws  of  1995, 
consolidated  all  or  portions  of  the  Departments  of  Social  and 
Rehabilitation  Services,  Family  Services,  Health  and  Environmental 
Sciences,  and  Corrections  and  Human  Services  into  one  agency.  PHHS 
administers  all  programs  previously  administered  by  the  Department  of 
Social  and  Rehabilitation  Services  and,  except  for  Juvenile  Justice,  all 
programs  from  the  Department  of  Family  Services.  The  Mental  Health, 
Substance  Abuse,  Developmental  Disabilities,  and  associated  programs 
from  the  Department  of  Corrections  and  Human  Services  were 
incorporated  into  PHHS.  In  addition,  PHHS  received  all  of  the  health 
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services  programs  from  the  Department  of  Health  and  Environmental 
Sciences. 

Total  expenditures  by  fund,  as  recorded  for  PHHS,  are  identified  below 
for  each  of  the  two  fiscal  years  ended  June  30,  2000,  and  2001. 


Table  1 
Total  Expenditures  by  Fund  (in  thousands) 


General  Fund 

State  Special  Revenue  Fund 
Federal  Special  Revenue  Fund 
Debt  Service  Fund 
Nonexpendable  Trust 
Total 


FY  1999-00 

$234,917,595 

45,002,637 

606,029,881 

2,999,889 

-0- 


FY  2000-01 

$245,656,009 

49,426,896 

675,774,810 

3,029,785 

169,691 


$888.950.002         $974.057.191 


Source:  Compiled  by  the  Legislative  Audit  Division  from 
PHHS  accounting  records. 


Benefits  and  Claims  expenditures  account  for  70  percent  and  72  percent 
of  the  total  expenditures  for  the  fiscal  years  ended  June  30,  2000,  and 
2001,  respectively. 

PHHS  administers  numerous  assistance  and  services  programs.  As  of 
September  4,  2001,  the  department  is  organized  into  nine  divisions. 
These  divisions  are  Addictive  and  Mental  Disorders,  Child  and  Family 
Services,  Child  Support  Enforcement,  Disability  Services,  Health  Policy 
and  Services,  Human  and  Community  Services,  Operations  and 
Technology,  Quality  Assurance,  and  Senior  and  Long  Term  Care.  A 
current  organizational  chart  showing  programs,  services,  and  the 
distribution  of  the  department's  2,701.79  budgeted  fiill-time  equivalent 
employees  (FTE)  for  fiscal  year  2000-01  by  division  is  on  page  3. 
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Operations  &  Technology 

Division 

Mike  Billings 

140.00  FTE 


DEPARTMENT  OF  PUBLIC  HEALTH  AND  HUMAN  SERVICES 

Organizational  Chart  Showing  Programs  &  Services 


Office  of  Legal  Affairs 
Russ  Cater 


Office  of  Human  Resources 
Beth  McLaughlin 


I 


Governor 
Judy  Martz 


Department  Director 
Gail  Gray 
3L50FTE 


Quality  Assurance 

Division 

Erich  Merdinger  (acting) 

106.00  FTE 


Child  Support 

Enforcement  Division 

Lonnie  Olson 

189.75  FTE 


Addictive  &  Mental 

Disorders  Division 

Dan  Anderson 

551.42  FTE 


{ 


Office  of  Customer  Relations 
Nan  LeFebvre 


{ 


Office  of  Public  Information 
Ken  Pekoe 


Disability  Services 

Division 

Joe  Mathews 

608.21  FTE 


Health  Policy  &  Services 

Division 

Maggie  Bullock 

146.47  FTE 


Child  &  Family  Services 

Division 

Chuck  Hunter 

363.45  FTE 


( 


Deputy  Director 
John  Chappuis 


Internal  Auditor 
Carol  Bondy 


Human  &  Community 

Services  Division 

Hank  Hudson 

434.45  FTE 


Senior  and  Long-Term 
Care  Division 
Mike  Hanshew 

130.54  FTE 


Fiscal  Management 
Services 

Management  Information 
Services 

Microcomputer  &  Network 
Services 

Payroll,  Budget  &  Program 
Analysis 

Computer  Application 
Services 

Computer  Systems 
Management 

Institutional  Reimbursement 

Vital  Statistics 

Internal  Support  Purchasing 


State  Licensure 

Certification 

Audit  &  Program 
Compliance 

Third  Party  Liability 

Surveillance  Utilization  & 
Review 

Program  Compliance 

Certificate  of  Need 

Fair  Hearings 


Paternity  Establishment 

Financial  &  Medical 
Support  Order 
Establishment 

Support  Order  Enforcement 

Support  Order  Modification 

Collection  and  distribution 
of  Payments 

Central  Case  Registry 


Chemical  Dependency 
Prevention  &  Treatment 

Comprehensive  Mental 
Health  Services 

Inpatient  Psychiatric 
Hospital  Services 

Inpatient  Psychiatric 
Nursing  Home  Services 

Inpatient  Chemical 
Dependency  Services 


Developmental  Disabilities 
Program 

Vocational  Rehabilitation 
Program 

Montana  Developmental 
Center 

Eastmont  Human  Services 
Center 

Disability  Determination 
Services 

Development  Disabilities 

Planning  &  Advisory 

Council  (DDPAC) 


Health  Planning 

Public  Health  Services 

Medicaid  Primary  &  Acute 
Care 

Preventive  Health 

Maternal  &  Child  Health 

Food  &  Consumer  Safety 

Epidemiology 

Emergency  Medical 
Services 

Chronic  Disease 

Children's  Special  Health 

Women,  Infants  and 
Children  Nutrition 

Public  Health  & 

Environmental  Laboratory 

Services 

Tumor  Registry 

Children's  Health  Insurance 
Plan  (CHIP) 


Child  Protective  Services 

Foster  Care  Services 

Adoption  Services 

Family  Preservation  & 
Support  Services 

Domestic  Violence  Services 


Child  Care  Services 

Child  &  Adult  Food 
Programs 

Head  Start  Collaboration 
Grant 

TANFAVelfare  Reform 
Services 

Medicaid  Eligibility 
Determination  Services 

Food  Stamp  Program 

Low  Income  Energy 

Assistance  & 

Weatherization 

Commodities 

Homeless  Assistance 

Community  Services 
Block  Grant 


Aging  Services 
Centralized  Services 

Nursing  Facility  Services 
Community  Services 

Montana  Veterans  Home 

Eastern  Montana  Veterans 
Home 

Adult  Protective  Services 
(Staff) 
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Prior  Audit 
Recommendations 


Recommendations  Not 
Implemented 


We  determined  the  status  of  the  23  prior  audit  recommendations 
directed  to  the  department.  The  department  implemented  9, 
partially  implemented  7,  and  did  not  implement  7.  The 
following  paragraphs  discuss  recommendations  which  have  not 
yet  been  fully  implemented. 

The  department  has  not  implemented  recommendations  related 
to: 


►  Placing  in  operation  a  financial  management  internal  control 
structure  to  assure  financial  accountability  and  compliance 
with  state  and  federal  laws  and  regulations  (page  9). 

►  Establishing  procedures  to  ensure  compliance  with  federal 
cash  management  requirements  and  state  law  related  to  the 
use  of  inter-entity  loans  (page  1 1 ). 

►  Performing  a  comprehensive  risk  analysis  and  system 
security  review  plan  as  required  by  federal  regulation  (page 
20). 

►  Applying  procedures  to  reconcile  Agency  Wide  Accounting 
and  Client  System  (AWACS)  transactions  to  the  primary 
accounting  system  (page  2 1 ). 

►  Executing  policies  and  procedures  to  ensure  timely 
completion  and  resolution  of  reconciliations  between  foster 
care  trust  accounts  and  the  accounting  records  (page  21). 

►  Developing  a  health  care  database  as  required  by  state  law 
(page  33). 

►  Reviewing  and  revising  payroll  distributing  procedures  to 
improve  their  efficiency  and  effectiveness.  PHHS  personnel 
have  begun  reviewing  and  modifying  fiscal  bureau 
operations,  including  payroll  distribution  procedures,  to 
implement  the  financial  management  control  structure 
referred  to  above.  Therefore,  we  make  no  further 
recommendation  regarding  payroll  distribution  procedures  at 
this  time. 


Recommendations 
Partially  Implemented 


The  department  has  partially  implemented  the  recommendations 
related  to: 
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►  Implementing  procedures  to  reconcile  its  subsidiary  systems 
to  the  primary  accounting  records.  We  determined  the 
department  reconciles  the  Medicaid  Management 
Information  System  (MMIS)  to  the  primary  accounting 
records.  No  similar  procedure  has  been  established  to  ensure 
the  Child  and  Adult  Protective  Services  (CAPS)  system  is 
also  reconciled.  We  also  found  that  PHHS  lacks  procedures 
to  ensure  the  Advanced  Revelation  (AREV)  system  agrees  to 
the  primary  accounting  records  (page  22). 

►  Improving  controls  over  resident  accounts  at  the  Veterans'  Home 
and  the  Montana  State  Hospital.  We  determined  that  controls 
have  been  established  at  the  Veterans'  Home  but  not  at  the 
Montana  State  Hospital,  (page  26). 

►  Establishing  procedures  to  ensure  financial  transactions  are 
properly  recorded  on  the  primary  accounting  records.  We 
determined  that  the  department  has  made  progress  in  relation  to 
expenditure  abatements,  ensuring  subsidiary  detail  ledgers 
appropriately  reflect  financial  activity,  and  in  preventing  or 
detecting  and  correcting  accounting  errors  in  a  timely  manner. 
During  the  audit  period  the  department  did  not  properly  record 
additions  and  deductions  to  property  held  in  trust,  resulting  in  the 
opinion  qualification  on  page  A-3  of  this  report.  This  issue  is 
also  addressed  on  page  26. 

►  Reporting  incidents  of  theft  or  suspected  theft  to  the  Attorney 
General  and  Legislative  Auditor.  The  department  implemented 
procedures  for  reporting  thefts  of  equipment.  Further  guidance 
for  program  personnel,  emphasizing  the  statutory  requirement  to 
report  suspected  theft  of  program  assets,  will  enhance 
compliance  with  this  law. 

►  Ensuring  an  accurate  and  complete  Schedule  of  Expenditures  of 
Federal  Awards  (SEFA)  is  submitted  to  the  Governor's  Office. 
PHHS  improved  the  accuracy  and  completeness  of  the  SEFA 
during  the  audit  period.  PHHS  personnel,  however,  did  not 
properly  segregate  the  value  of  food  stamps  distributed  to 
recipients  fi-om  the  related  administrative  expenditures  on  the 
SEFA.  Due  to  the  extent  of  improvement  made  by  PHHS,  we 
make  no  fiirther  recommendation  at  this  time. 

►  Implementing  an  income  distribution  strategy  for  the  foster  care 
trust  account  to  distribute  an  equitable  portion  of  investment 
earnings  to  each  child's  account.  The  department  invests  money 
from  foster  care  trust  accounts  in  the  state's  Short-Term 
Investment  Pool.  The  social  security  act  requires  that  benefits, 
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which  are  not  needed  for  the  immediate  or  reasonable 
foreseeable  current  maintenance  needs  of  the  beneficiary  must  be 
conserved  or  invested  with  minimum  risk.  The  department 
developed  a  policy  outlining  specific  procedures  to  follow  in 
allocating  the  earnings.  Since  the  policy  was  adopted  prior  to 
fiscal  year  and,  we  make  no  further  recommendations. 
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Internal  Control  The  National  Commission  on  Fraudulent  Financial  Reporting  (the 

Structure  Treadway  Commission)  was  created  in  1985  by  the  joint  sponsorship 

of  five  organizations  which  composed  the  Committee  of  Sponsoring 

Organizations  (COSO): 

►  The  American  Institute  of  Certified  Public  Accountants 

►  The  American  Accounting  Association 

►  The  Institute  of  Internal  Auditors 

►  The  Institute  of  Management  Accountants  (formerly  the  National 
Association  of  Accountants) 

►  The  Financial  Executives  Institute 

In  1987,  the  Treadway  Commission  recommended  COSO  develop  a 
common  definition  of  internal  control  and  provide  guidance  to  assist 
management  to  better  control  its  organization.  COSO  issued  a 
document  titled  Internal  Control  -  An  Integrated  Framework.  The 
definition  of  internal  control  includes  five  elements: 

1.  Co«/ro/e«v/ro«we/;/ sets  the  tone  of  an  organization.  It 
includes  management's  commitment  to  integrity  and 
competency,  placing  the  right  people  in  the  right  jobs. 
Assignment  of  authority  and  responsibility  provide  assurance 
all  personnel  understand  the  organization's  objectives,  and  how 
they  contribute  to  those  objectives. 

2.  Risk  assessment  provides  a  basis  for  identifying  risks  to 
achieving  objectives  and  determining  how  to  manage  them. 
Risk  factors  include  changes  in  the  operating  environment, 
systems,  personnel  or  personal  situations,  and  organizational 
restructures. 

3.  Control  activities  are  those  policies  and  procedures  which 
ensure  management  directives  are  carried  out.  Control 
activities  pertain  to  information  processing.  They  include 
physical  controls  to  safeguard  assets  and  segregation  of  duties 
to  reduce  the  opportunities  for  an  individual  to  perpetrate  and 
conceal  errors  or  fraud. 
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4.  Information  and  communication  relate  to  the  methods  and 
records  used  to  record,  process,  summarize  and  report  an 
organization's  transactions.  The  quality  of  the  information 
directly  impacts  management's  ability  to  make  appropriate 
decisions.  Communication  provides  an  understanding  of 
individual  roles  and  responsibilities  and  how  they  relate  to  the 
work  of  others.  Communication  includes  policy  and  accounting 
manuals,  memoranda,  oral  discussion,  and  management  actions. 

5.  Monitoring  is  assessing  the  quality  of  a  control  structure  over 
time.  It  requires  timely  response  to  changing  factors  which 
affect  the  design  and  operation  of  controls.  Regular 
management  and  supervisory  activities  can  provide  an  on-going 
monitoring  process.  An  internal  audit  function  in  an 
organization  provides  a  separate  evaluation  of  the  design  and 
operation  of  controls.  External  sources,  e.g.  clients,  also 
provide  feedback  on  an  organization's  control  structure. 

This  audit  report  discusses  concerns  related  to  fiscal  and  legal 
accountability  within  the  department.  The  department  could  have 
prevented,  or  detected  in  a  timely  manner,  many  of  these  concerns  if 
it  developed  and  implemented  a  sound  internal  control  structure  as 
we  recommended  in  the  two  previous  audit  reports.  (See  issues 
discussed  on  pages  1 1  through  30.) 

Management  has  not  implemented  a  control  structure  conducive  to 
prevention,  or  timely  detection  and  correction,  of  errors  in  its 
financial  records  and  to  ensure  compliance  with  program 
requirements.  The  quantity  and  complexity  of  federal  regulations 
directed  at  the  department  also  require  an  efficient  and  effective 
control  structure  to  provide  assurance  the  department  and  its  clientele 
do  not  misuse  federal  assistance  programs.  A  properly  designed  and 
effectively  implemented  control  structure  would  allow  the 
department  to  more  efficiently  meet  its  diverse  state  and  federal 
mandates. 

According  to  department  management,  implementation  of  this 
recommendation  has  been  hampered  by  continuing  turnover  within 
the  Fiscal  Bureau;  including  turnover  in  supervisory  positions,  and 
unforeseen  resource  demands  for  implementing  the  state's  new 
accounting  system.  Since  the  issuance  of  the  prior  audit  report,  the 
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department  has  reorganized  certain  functions  within  the  Operations 
&  Technology  Division  in  order  to  improve  operational  efficiency 
and  communications.  The  department  has  also  created  a  separate 
Fiscal  Policy  Office,  which  provides  oversight  and  assistance  in 
establishing  internal  control  and  fiscal  policy  for  the  department.  In 
addition,  the  department  hired  a  deputy  director  in  August  2001  who 
will  be  responsible  for  oversight  of  department  operations,  including 
financial  matters,  and  an  internal  auditor  in  October  2001. 

While  we  believe  these  measures  will  facilitate  the  development  of 
improved  financial  management  controls,  the  extent  and  nature  of 
the  findings  contained  in  this  report  indicate  the  department  must 
expend  additional  effort  to  implement  a  financial  management 
control  structure.  We  continue  to  recommend  the  department 
implement  a  financial  management  control  structure  appropriate  to 
the  size  and  complexity  of  its  organization. 

We  provide  suggestions  to  address  the  individual  issues  discussed  in 
this  report.  As  noted  in  the  prior  audit  report,  cortecting  the 
identified  errors  will  not,  in  and  of  itself  implement  the 
recommendations.  The  department  must  also  design  and  implement 
an  adequate  control  structure. 


Recommendation  #1 

We  recommend  the  department  implement  a  financial 
management  control  structure  to  assure  financial  accountability 
and  compliance  with  state  and  federal  laws  and  regulations. 


Cash  Management 
Controls  and  Compliance 


The  department's  expendimres  exceeded  $888  million  in  fiscal  year 
1999-00  and  $974  million  in  fiscal  year  2000-01,  or  an  average  of 
over  $3.4  million  and  $3.7  million,  respectively,  per  working  day. 
The  federal  government  funded  69  percent,  the  state's  General  Fund 
26  percent,  and  various  State  Special  Revenue  Fund  accounts  5 
percent  of  these  expenditures.  In  fiscal  year  2000-01,  PHHS 
recorded  over  $631  million  in  federal  revenue,  a  major  component  of 
the  state's  revenue.  In  a  state  agency  this  size,  it  is  important  to 
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manage  cash  flow  to  ensure  cash  is  available  to  pay  warrants  and  to 
maximize  investment  earnings  to  the  various  financing  sources. 


Federal  Cash  Management 
Requirements 


The  department  is  responsible  for  establishing  controls  to  ensure 
compliance  with  federal  cash  management  requirements  for  over  150 
federal  grants.  As  discussed  in  the  following  three  report  sections, 
we  found  the  department's  controls  during  the  audit  period  were  not 
adequate  to  ensure  ( 1 )  compliance  with  the  federal  cash  management 
requirements;  (2)  timely  recording  of  financial  activity  used  as  a 
basis  for  cash  draws;  and  (3)  compliance  with  state  inter-entity  loan 
laws.  As  a  result,  the  department  did  not  minimize  the  use  of  state 
funds  for  federal  programs,  and  the  state  and  the  federal  government 
lost  potential  investment  earnings.  We  estimate  the  state  lost 
$2.5  million  in  investment  earnings  in  the  General  Fund  during  the 
two-year  audit  period  because  of  untimely  federal  cash  draws. 

Federal  regulations  require  agency  procedures  for  transferring  funds 
to  minimize  the  time  elapsing  between  the  transfer  from  the  U.S. 
Treasury  to  the  state's  disbursement  of  the  cash  for  program 
purposes.  In  addition,  there  is  a  Cash  Management  Improvement 
Act  (CMLA)  agreement  between  the  state  and  the  U.S.  Treasury 
which  establishes  the  procedures  the  state  must  use  for  requesting 
federal  drawdowns  for  the  state's  largest  federal  assistance  programs. 
Each  federal  program  covered  by  the  agreement  is  assigned  cash 
draw  patterns  based  on  average  warrant  clearance  patterns  for 
various  cost  components  (e.g.,  administrative  costs  or  benefits).  The 
state  is  liable  for  interest  on  federal  funds  from  the  date  federal  funds 
are  credited  to  a  state  account  until  the  date  those  fiands  should  have 
been  credited  under  the  agreed-upon  draw  patterns.  Following  the 
patterns  established  in  the  CMIA  agreement  for  its  ten  largest  federal 
financial  assistance  programs  maximizes  the  amount  the  state  can 
draw  without  paying  interest  to  the  federal  government. 


We  found  noncompliance  with  federal  cash  management 
requirements.  The  department  should  develop  and  implement 
written  operating  and  control  procedures  to  ensure  compliance  with 
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these  requirements.  The  results  of  our  testing  of  compliance  with 
federal  cash  management  requirements  are  discussed  below. 

Major  Federal  Programs  in  pg^  the  major  federal  programs  covered  by  the  CMIA  agreement, 

the  CMIA  Agreement  .  .  .         ,     j  ,    /-      , 

we  observed  mstances  where  the  department  s  fiscal  personnel  drew 

cash  earlier  than  the  clearance  pattern  established  in  the  agreement 
and  significantly  more  instances  where  they  drew  cash  later  than  the 
clearance  pattern  established  in  the  agreement.  We  also  noted  cash 
draws  which  were  consistently  calculated  in  a  manner  contrary  to 
that  in  the  CMIA  agreement  and  expenditure  reductions  which  were 
not  considered  in  the  cash  draw  calculations  for  any  program. 

►  Based  on  a  review  of  the  department's  spreadsheet  of  daily  cash 
receipts  and  disbursements  during  fiscal  year  1999-00  for  the 
Social  Services  Block  Grant,  only  1 7  of  1 72  draws  were  made  in 
accordance  with  the  CMIA  agreement.  The  remaining  155  cash 
draws  were  late  by  as  much  as  14  days. 

►  Based  on  a  similar  review  of  the  department's  spreadsheet  of 
daily  cash  receipts  and  disbursements  during  fiscal  year  1999-00 
for  administrative  costs  of  the  Special  Supplemental  Nutrition 
Program  for  Women,  Infants  and  Children  (WIC),  we  identified 
a  seven-month  period  where  no  cash  draws  were  made.  The 
department  should  have  made  25  draws  under  the  CMIA 
clearance  pattern  in  effect  during  that  period.  When  the 
department  made  a  draw  to  cover  administrative  costs  of  the 
WIC  program,  it  was  for  $2,099,520. 

►    Medicaid  matching  rates  vary  based  on  the  date  the  service  was 
provided.  Department  personnel  calculate  Medicaid  draws 
based  on  service  center  reports  of  total  warrant  and  electronic 
funds  transfer  amounts,  which  they  multiply  times  the  current 
matching  rate  to  estimate  the  federal  share.  Once  a  month,  the 
service  center  provides  the  actual  matching  amounts  based  on 
the  dates  of  the  services  paid.  Department  personnel  reconcile 
the  estimated  amounts  based  on  the  current  rate  to  the  acUial 
amount  based  on  service  date.  The  reconciliation  for  June  2001 
resulted  in  an  accounting  adjustment  that  increased  the  federal 
share  and  reduced  the  state  share  of  match  by  $899,143.  The 
CMIA  agreement  requires  the  draws  be  based  on  actual,  not 
estimated,  disbursements. 

►  While  the  employee  who  normally  draws  cash  for  the  TANF 
program  was  on  maternity  leave,  other  employees  drew  cash  for 
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benefits  and  administrative  costs  based  on  estimated 
disbursements.  In  both  cases,  the  CMIA  agreement  required 
draws  be  based  on  actual  disbursements.  In  one  instance, 
department  personnel  drew  $1,785,564  instead  of  actual  benefit 
expenditures  of  $1,808,073  one  day  late. 

►    When  department  persormel  calculate  cash  draws,  they  are 
basing  their  calculations  on  cash  disbursement  transactions, 
without  considering  transactions  that  should  offset  these  draws, 
such  as  a  correction  of  matching  rates  or  a  return  of  benefit 
payments  for  which  an  individual  was  found  to  be  ineligible 
after  payment  was  disbursed.  Because  cash  was  drawn  for  these 
disbursements,  then  returned,  the  return  of  funds  should  be  used 
to  reduce  the  next  draw. 

Major  Federal  Programs  not       Yot  the  major  federal  programs  not  covered  by  the  CMIA  agreement, 

in  the  CMIA  Agreement  ,  ,  .       .  „,,/-,, 

we  observed  no  routme  draw  pattern.  We  also  found  the 

department's  fiscal  personnel  did  not  consider  the  cash  balance 

created  through  inter-entity  loans  in  calculating  the  amount  of  cash 

to  draw  for  these  programs.  The  existence  of  the  inter-entity  loans 

for  these  programs  often  made  the  cash  balance  for  the  programs 

positive  when  the  balance  of  federal  cash  was  negative.  In  other 

situations,  the  existence  of  inter-entity  loans  did  not  prevent  negative 

cash  balances  from  occurring. 

Two  of  the  eight  major  programs  not  covered  by  the  CMIA 
agreement  (Food  Stamps  and  the  Block  Grant  for  the  Prevention  and 
Treatment  of  Substance  Abuse,  or  SAPT)  had  consistently  negative 
cash  balances  during  the  audit  period.  For  example,  in  fiscal  year 
1 999-00,  the  SAPT  program  had  negative  cash  balances  ranging 
between  ($75,3 14)  and  ($2,827,974)  for  a  period  of  over  seven 
months.  At  the  fime  the  largest  negative  cash  balance  occurred,  the 
funds  had  combined  outstanding  inter-entity  loans  of  $1,300,000, 
indicating  the  department  had  not  drawn  $4,127,974  of  federal  cash 
it  should  have  drawn. 

Six  of  the  eight  major  programs  not  covered  by  the  CMIA  agreement 
(Food  Commodities,  Aging  -  Title  III,  Children's  Health  Insurance 
Program,  Social  Security  -Disability  Insurance,  Child  Care  and 
Development  Block  Grant,  and  Child  Support  Enforcement)  had 
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Untimely  Recording  of 
Financial  Activity  Slowed 
Cash  Draws 


Payroll 


alternating  periods  of  positive  and  negative  cash  balances.  For 
example,  in  fiscal  year  1999-00,  the  Food  Commodities  program  had 
three  periods  of  positive  cash  balances  and  a  short  period  of  negative 
cash  balances.  During  a  three-month  period  and  a  seven-month 
period,  most  of  the  daily  balances  exceeded  $100,000;  the  balances 
ranged  from  $2,868  to  $392,899. 


Recommendation  #2 

We  recommend  the  department: 

A,  Implement  effective  controls  to  ensure  compliance  with 
federal  cash  management  requirements. 

B.  Draw  federal  funds  in  accordance  with  federal  regulations. 


The  department  draws  cash  based  on  recorded  activity.  To  minimize 
the  need  to  finance  federal  costs  with  borrowed  state  fiinds,  the 
department  should  record  payroll  disbursements  and  allocate  indirect 
costs  in  a  more  timely  manner,  as  discussed  below. 

During  implementation  of  the  state's  new  accounting  system, 
expenditures  were  not  recorded  for  an  estimated  $7  million  in  payroll 
paid  to  and  related  benefits  expenditures  for  department  employees 
from  July  1999  to  September  1999  until  October  16,  1999  through 
November  2,  1999.  Personal  service  expenditures  were  more 
consistently  recorded  during  fiscal  year  2000-01. 


Department  personnel  attributed  this  situation  to  errors  in  how  they 
set  up  their  coding  for  the  new  accounting  system.  Department 
persormel  also  acknowledged  situations  where  a  payroll  journal  did 
not  post  to  the  accounting  system  because  of  insufficient 
appropriation  authority,  as  discussed  in  the  UnconstiUitional 
Payments  section  on  page  23.  They  told  us  they  now  process  each 
division's  payroll  on  a  separate  journal  so  if  a  journal  rejects  it  does 
not  keep  the  whole  department's  payroll  from  posting.  Because 
department  personnel  calculate  cash  draws  based  on  recorded 
expenditures,  we  estimate  the  state  lost  investment  earnings  of 
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Blanket  Loans 


programs  it  administers,  its  lack  of  cash  management  controls,  and 
problems  in  implementing  the  new  accounting  system,  the 
department  had  a  high  volume  and  amount  of  inter-entity  loan 
activity  during  the  audit  period,  as  discussed  in  the  following  section 
on  blanket  loans. 

To  comply  with  section  17-2-107  (7)(a),  MCA.  the  department  may 
not  have  a  negative  cash  balance  at  fiscal  year-end  in  any  accounting 
entity.  Section  17-2-107(2)(a),  MCA,  permits  the  Department  of 
Administration  (DofA)  to  authorize  temporary  loans  if  there  is 
reasonable  evidence  that  the  income  will  be  sufficient  to  pay  the  loan 
within  one  calendar  year.  Section  17-2-107(2)(c),  MCA,  requires  a 
loan  made  under  section  (2)(a)  be  repaid  within  one  calendar  year  of 
the  date  on  which  the  loan  is  approved,  unless  it  is  extended  for  up  to 
one  year  by  the  director  of  the  DofA. 

To  simplify  and  reduce  paperwork  for  the  department,  department 
personnel  requested  a  blanket  loan  for  a  federal  special  revenue  fund, 
which  they  reloaned  to  other  department  special  revenue  funds  as 
needed  to  ensure  the  cash  balance  in  each  was  positive  at  fiscal  year- 
end.  DofA  approved  $25,000,000  in  loans  for  this  purpose  in  fiscal 
year  1999-00.  The  department  then  moved  $23,000,000 
accumulated  to  pay  loans  authorized  for  other  funds  within  the 
federal  special  revenue  fund  to  the  blanket  loan  account.  At  fiscal 
year-end  2001,  the  department  obtained  blanket  loans  totaling 
$30,000,000  and  $7,000,000  in  the  federal  and  state  special  revenue 
funds,  respectively. 

As  discussed  in  our  audit  of  the  Department  of  Administration  for 
the  two  fiscal  years  ended  June  30,  2001  (#01-12),  blanket  loans 
approved  by  the  DofA,  giving  another  agency  authority  to  reloan 
money  to  unidentified  funds  are  not  allowed  under  state  law. 
Because  of  its  blanket  loan  authority  from  DofA,  PHHS  can  make 
loans  to  funds  that  may  not  have  sufficient  income  to  repay  the  loan. 
Since  state  law  allows  only  the  DofA  to  approve  inter-entity  loans, 
the  $23,000,000  moved  from  other  funds  to  the  blanket  loan  account 
and  the  loans  PHHS  made  from  the  blanket  loan  account  are  not 
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authorized  in  accordance  with  state  law.  In  addition,  PHHS  made  a 
$300,000  loan  without  the  required  DofA  approval  from  its  Public 
Health  Laboratory  account  to  its  Environmental  Laboratory  account 
on  June  25,  2001,  in  order  to  pay  off  a  General  Fund  loan  approved 
on  September  19,  1998. 

The  department  also  does  not  request  loan  extensions  from  DofA  in  a 
timely  manner.  We  noted  loans  totaling  $26,200,000  for  six  funds 
were  requested  on  May  10,  2000,  with  an  anticipated  repayment  in 
September  2000.  At  June  30,  2001,  $10,860,000  of  these  loans  in 
three  funds  was  still  outstanding.  This  amount  was  repaid 
August  14,  2001.  The  department  requested  no  extensions  on  these 
loans  until  June  13,  2001,  when  it  requested  an  extension  for  the 
$10,000,000  loan  in  one  fund.  The  department  did  not  repay  these 
loans  in  a  timely  manner  because  it  diverted  $23,000,000  of  the  cash 
accumulated  to  repay  the  loans  to  its  blanket  loan  fund. 


Improving  its  federal  cash  draw  procedures  should  reduce  the 
department's  need  for  inter-entity  loans.  The  department  should 
analyze  each  ftind's  cash  flow  needs  and  work  with  DofA  to 
establish  appropriate  short-  or  long-term  loans  to  address  those 
needs.  For  those  funds  with  loans  outstanding  and  insufficient 
resources  to  pay  the  loans,  the  department  needs  to  work  out  a 
permanent  solution  to  address  the  particular  financial  situation  of 
each  fund. 


Recommendation  #4 


We  recommend  the  department: 

A.  Comply  with  state  law  regarding  receiving  and  repaying 
inter-entity  loans. 

B.  Review  loan  balances  in  funds  and  work  with  the 
Department  of  Administration  to  address  specific  financial 
needs. 
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Automated  Data 
Processing  System 
Controls 


System  Security  and  Risk 
Study  Incomplete 


The  department  maintains  several  automated  data  processing  systems 
in  order  to  administer  its  federal  and  state  programs  in  accordance 
with  state  and  federal  regulations.  We  noted  the  following  three 
areas  where  the  department  could  improve  controls  over  these 
systems. 

Federal  regulations  require  the  department  establish  procedures  for 
review  and  analysis  of  data  processing  and  system  security  issues  for 
systems  used  to  administer  Medicaid,  Child  Support  Enforcement, 
and  Title  IV -E  Foster  Care.  These  regulations  include  directives 
regarding  risk  analyses  to  ensure  both  new  and  existing  systems 
include  appropriate  cost-effective  controls.  The  department  is 
required  to  perform  risk  analyses  whenever  significant  system 
changes  occur  and  to  review  system  security  installations  on  a 
biennial  basis.  At  a  minimum,  the  reviews  are  to  evaluate  physical 
and  data  security  operating  procedures  as  well  as  personnel  practices. 
The  department  is  to  maintain  reports  on  the  biennial  reviews, 
together  with  pertinent  supporting  documentation,  for  U.S. 
Department  of  Health  and  Human  Services  onsite  reviews. 


The  automated  data  processing  systems,  which  impact  the  above 
programs,  are  MMIS,  TEAMS,  SEARCHS,  CAPS,  AWACS,  and 
SABHRS  (the  state's  accounting  system).  Department  management 
was  made  aware  of  these  requirements  during  the  prior  audit.  The 
department  has  just  started  to  gather  information  on  all  systems  and 
their  related  security.  Department  personnel  indicate  a  risk  analysis 
will  be  complete  after  the  systems  security  review  is  complete. 


System  Reconciliations 


Recommendation  #5 

We  recommend  the  department  develop  a  system  security  and 
risk  review  plan  and  document  the  results  of  the  review  in 
order  to  comply  with  federal  regulations. 


We  reviewed  the  department's  procedures  for  reconciling  its 
automated  data  processing  subsystems  to  its  primary  accounting 
records.  The  following  sections  discuss  the  issues  we  identified. 
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AWACS  Transactions 


CAPS  Transactions  and 
Foster  Care  Trust  Accounts 


Some  of  the  items  noted  below  were  addressed  in  our  prior  audit 
report. 

Department  personnel  use  the  Agency  Wide  Accounting  and  Client 
System  (AWACS)  to  generate  vendor  and  provider  payments.  This 
system  is  used  to  prepare  financial  reports  for  federal  grants.  During 
fiscal  years  1999-00  and  2000-01,  the  department  did  not  reconcile 
the  AWACS  system  and  the  state's  primary  accounting  system, 
SABHRS.  Department  personnel  noted  that  AWACS  and  SABHRS 
coding  are  not  consistent  in  some  cases,  which  makes  reconciling 
difficult.  During  our  prior  audit,  we  noted  that  the  department  had 
not  completely  reconciled  AWACS  to  the  accounting  records  during 
fiscal  years  1997-98  and  1998-99.  Personnel  said  certain 
adjustments  to  data  made  directly  to  the  state's  primary  accounting 
system  are  not  made  on  AWACS. 

The  department  uses  the  Child  and  Adult  Protective  Services  (CAPS) 
system  to  record  several  types  of  activity.  As  noted  in  our  prior  audit 
report,  the  department  has  not  completed  reconciliations  of  this 
system  to  the  state's  primary  accounting  records  since  fiscal  year 
1997-98.  The  department  did  make  some  adjustments  to  SABHRS 
in  fiscal  year  1999-00,  so  that  totals  in  CAPS  matched  totals  in 
SABHRS.  However,  the  group  of  adjustments  was  not  done  based 
on  reconciliation  between  the  two  systems.  Department  personnel 
said  that  they  were  having  problems  with  SABHRS  accepting 
journals  so  they  made  the  decision  to  not  track  the  errors  and  to 
adjust  SABHRS  using  CAPS  totals  as  support. 


One  of  the  modules  in  the  CAPS  system  is  used  to  account  for  foster 
care  trust  accounts.  Children  in  foster  care  frequently  receive 
assistance  from  various  sources.  The  department  records  this 
activity  in  the  individual  account  amounts  in  an  agency  fund  within 
CAPS.  In  SABHRS,  a  summary  total  for  the  activity  is  recorded. 
The  department  has  been  unable  to  reconcile  the  individual  accounts 
to  the  total  recorded  in  SABHRS. 
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We  noted  this  in  our  prior  audit  report  and,  at  that  time,  department 
personnel  stated  they  had  completed  reconciliations  for  fiscal  year 
1997-98,  but  they  were  unable  to  provide  documentation.  The 
department  is  still  unable  to  find  this  documentation,  and  they  have 
not  been  able  to  complete  reconciliations  since  that  time. 


AREV  Transactions 


The  department  uses  its  Advanced  Revelation  (AREV)  system  to 
establish  accounts  receivable  for  its  laboratory  operations.  A 
monthly  comparison  between  AREV  and  SABHRS  is  done  to 
determine  differences.  An  entry  is  made  from  the  comparison  to 
adjust  SABHRS  to  AREV  amounts.  After  the  adjustment  is  made, 
the  two  systems  do  not  necessarily  reflect  true  balances.  The 
comparison  does  not  work  properly  because  the  department  does  not 
consider  any  entries  that  are  initially  made  by  fiscal  bureau  to 
SABHRS.  By  adjusting  SABHRS  so  that  it  reflects  AREV  amounts, 
the  department  is  not  considering  transactions  that  are  recorded  only 
on  SABHRS  and  not  AREV.  By  not  completing  reconciliations, 
misstatement  of  accounts  receivable  occur  on  both  systems. 


Recommendation  #6 


We  recommend  the  department  implement  policies  and 
procedures  to  ensure  timely  completion  and  resolution  of 
reconciliations  between  the  state's  accounting  system  and  the 
department's  various  subsystems. 


Terminated  Employee 
Access 


Section  2-15-114,  MCA,  states  that  each  department  is  responsible 
for  assuring  an  adequate  level  of  security  for  all  data  and  information 
technology  resources  within  the  department.  For  the  Medicaid 
Management  Information  System  (MMIS),  operated  under  contract 
by  the  Medicaid  claims  processor,  the  department  is  responsible  for 
assigning  and  monitoring  the  level  of  access  given  to  its  employees. 
We  found  the  department  does  not  have  a  control  procedure  to 
ensure  employees  who  terminate  employment  with  the  department 
have  access  to  the  MMIS  eliminated  at  the  time  of  termination. 
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result,  no  employees  who  terminated  from  the  department  within  the 
six-month  period  from  February  through  July  2001  lost  their  access 
rights  to  MMIS.  The  access  rights  include  the  authority  to  by-pass 
certain  system  edits  to  pay  Medicaid  claims. 


Recommendation  #7 


We  recommend  the  department  implement  a  procedure  to 
ensure  that  MMIS  access  granted  to  employees  is  cancelled 
when  employment  is  terminated. 


The  following  sections  describe  various  errors  and  omissions  in  the 
department's  accounting  records.  Errors  and  omissions  do  not 
necessarily  mean  the  department  misspent  the  funds  for  which  it  is 
responsible.  State  law  requires  the  department  to  input  all  necessary 
transactions  before  the  end  of  the  fiscal  year  to  present  the  receipt, 
use,  and  disposition  of  all  money  and  property,  for  which  it  is 
accountable,  in  accordance  with  generally  accepted  accounting 
principles.  The  one  exception  to  this  is  that  the  department  is 
required  to  record  certain  encumbrances  as  expenditures  and 
liabilities,  which  are  commonly  referred  to  as  "A"  accruals.  The 
Department  of  Administration  establishes  state  accounting  policy  to 
implement  this  law. 

Article  VIII,  section  14  of  the  Montana  Constitution  states, 
"Prohibited  payments.  Except  for  interest  on  the  public  debt,  no 
money  shall  be  paid  out  of  the  treasury  unless  upon  an  appropriation 
made  by  law  and  a  warrant  drawn  by  the  proper  officer  in  pursuance 
thereof"  Section  17-8-101,  MCA,  also  provides  for  disbursement 
from  certain  treasury  ftinds  only  on  appropriation  made  by  law.  We 
noted  the  following  instances  of  noncompliance  with  these 
requirements. 


On  June  7,  2001,  the  department  issued  a  Fiscal  Guidance  Policy 
Memo  to  clarify  the  proper  use  of  advance  and  prepaid  expenditure 
accounts.  The  memo  states  "Under  limited  circumstances  this 
account  may  be  used  to  pay  a  bill  where  the  ultimate  funding 
source(s)  is  temporarily  unavailable.  This  is  allowed  only  when  1 ) 
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there  is  no  other  funding  source  available  and  2)  there  is  no  question 
that  the  ultimate  funding  source  will  be  made  available."  This  policy 
should  be  revised  to  comply  with  the  Montana  Constitution  and  state 
law. 

On  May  9,  2001,  the  department  moved  $1,792,000  of  expenditures 
at  the  Montana  State  Hospital  (MSH)  into  a  prepaid  expense  account. 
Personnel  said  the  accounting  system  rejected  payroll  expenditure 
transactions  coded  to  MSH's  appropriation  because  the  expenditures 
exceeded  MSH's  authority.  As  a  result,  the  system  would  not  post 
the  payroll  journals  these  transactions  were  on,  which  were  for  the 
Addictive  and  Mental  Disorder  Division  (AMDD).  According  to 
MSH  personnel,  this  occurred  for  three  or  four  pay  periods  before 
the  May  9,  2001,  transactions  to  remove  expenditures  and  charge  a 
prepaid  expense  account.  This  adjustment  inappropriately  increased 
remaining  appropriation  authority  by  $1,792,000  and  overstated 
assets  on  the  department's  accounting  records.  Because  the  services 
had  already  been  provided,  state  law  requires  that  expenditures  rather 
than  prepaid  expenses  be  recorded. 

According  to  department  personnel,  the  department  sought  a 
supplemental  appropriation,  which  was  approved  on  May  2,  2001. 
Personnel  indicated  the  prepaid  account  was  a  temporary  holding 
account  pending  the  recording  of  the  supplemental  appropriation,  so 
all  payroll  expenditures  incurred  would  post  and  AMDD  personnel 
could  determine  the  true  status  of  their  appropriation  authority.  The 
department  corrected  its  accounting  records  on  June  1 ,  200 1 ,  after 
the  supplemental  appropriation  was  recorded. 

As  previously  discussed  on  page  15,  the  department  did  not  record 
its  payroll  expenditures  in  a  timely  manner.  By  not  recording 
personal  service  expenditures  when  payroll  warrants  were  issued,  the 
department  did  not  comply  with  the  requirements  to  disburse  funds 
only  on  appropriation  made  by  law. 
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Recommendation  #8 


We  recommend  the  department  comply  with  constitutional  and 
statutory  requirements  by  disbursing  funds  only  under  an 
appropriation  made  by  law. 


Residual  Transfer 
Requirement 


The  department  obtained  financing  for  its  new  Montana  State 
Hospital  (MSH)  at  Warm  Springs  from  the  Montana  Health  Facility 
Authority  (MHFA).  MHFA  sold  bonds  to  finance  the  new  hospital. 
Section  90-7-221,  MCA,  authorizes  the  department  to  deposit 
reimbursements  for  services  at  MSH  and  the  Montana  Mental  Health 
Nursing  Care  Center  (MMHNCC)  at  Lewistown  in  a  state  special 
revenue  fund  account  to  provide  resources  for  payment  of  principal 
and  interest  on  the  bonds.  The  statute  also  directs  that  the  excess 
collections  beyond  those  needed  for  debt  service  be  deposited  in  the 
General  Fund  as  required  by  section  53-1-413,  MCA. 


The  department  received  reimbursement  revenue  from  MSH  and 
MMHNCC  of  $6,695,590  and  $5,526,148  in  fiscal  years  2000-01 
and  1 999-00,  respectively.  The  department  transferred  money  from 
the  special  revenue  fund  to  the  debt  service  fiind  for  the  required 
bond  payments.  In  addition,  the  department  transferred  resources  to 
other  appropriated  accounts  within  the  special  revenue  fund  to  meet 
expenses  at  the  facilities 

Department  personnel  said  the  money  in  excess  of  required  bond 
payments  was  not  transferred  to  the  General  Fund  because  the 
legislature  appropriated  these  resources  in  the  special  revenue  fund 
for  support  of  the  facilities.  However,  the  statutory  requirement  to 
deposit  the  excess  in  the  General  Fund  has  precedence  over 
appropriation  law.  As  a  result.  General  Fund  balance  was 
understated  and  Special  Revenue  Fund  balance  was  overstated  by 
$6,71 1,913  at  June  30,  2001.  We  reported  this  condition  as  an 
opinion  qualification  on  page  A-3. 
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Agency  Funds 


Recommendation  #9 

We  recommend  the  department  transfer  $6,711,913  to  the 
General  Fund  from  the  State  Special  Revenue  Fund  as 
required  by  state  law. 


Child  Support  Payment 
Activity 


The  department's  Child  Support  Enforcement  Division  initially 
records  all  money  received  from  obligated  parents  for  child  support 
and  all  disbursements  to  custodial  parents  as  increases  and  decreases, 
respectively,  to  the  Uncleared  Collections  account  in  an  agency  fiind. 
At  fiscal  year-end  1999-00,  department  personnel  recorded  an 
adjustment  to  show  the  total  receipts  as  an  increase  to  the  Property 
Held  in  Trust  (PHIT)  account  and  all  disbursements  as  a  decrease  to 
the  PHIT  account.  In  fiscal  year  2000-01,  the  department  closed  the 
net  amount  of  the  Uncleared  Collections  account  to  PHIT. 


Patients'  Accounts 


The  accounting  techniques  used  by  the  department  led  to  two  types 
of  ertors.  First,  the  department's  use  of  the  Uncleared  Collections 
account  is  not  appropriate  because  the  department  knows  the  proper 
accounting  for  the  money  when  it  is  recorded.  The  Uncleared 
Collections  account  is  to  be  used  for  receipts  with  an  unknown 
disposition.  The  department  knows  the  money  received  is  for  child 
support  and  knows  where  the  money  received  for  child  support  is  to 
be  distributed,  therefore  it  should  record  receipts  and  disbursements 
of  child  support  payments  as  increases  and  decreases,  respectively, 
of  the  PHIT  account.  Second,  because  the  department  netted  the 
fiscal  year-end  2001  adjustment  to  the  PHIT  account,  additions  and 
reductions  to  PHIT  are  understated  by  approximately  $50,724,127  in 
fiscal  year  2000-01 .  We  reported  this  item  as  an  opinion 
qualification  on  page  A-3. 

The  Montana  State  Hospital  (MSH)  uses  agency  fiinds  to  account  for 
patients'  money.  This  cash  is  held  in  approved  non-treasury  bank 
accounts.  MSH  personnel  did  not  record  additions  and  deletions  to 
Property  Held  in  Trust  (PHIT)  on  SABHRS  to  reflect  the  activity  in 
these  patient  accounts.  Based  on  our  estimates,  additions  and 
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deletions  were  understated  by  $330,760  and  $3 14,590  in  fiscal  year 
2000-01.  MSH  netted  additions  and  deletions  in  fiscal  year  1999-00 
and  did  not  record  them  at  all  in  2000-0 1 .  During  our  review  of 
these  accounts,  we  noted  that  reconciliations  of  each  patient's 
account  have  not  been  completed  for  fiscal  year  2000-0 1 .  The 
department  should  ensure  these  records  reconcile  with  the 
accounting  system. 


Revenue  in  Children's  Trust 
Accounts 


Accrual  and  Deferral 
Misstatements 


Budget  and  Actual  Data 
Inconsistencies 


Institutions  Medicaid 
Reimbursement  Revenue 


During  fiscal  year  1999-00,  the  department  recorded  $38,128  of  non- 
budgeted  revenue  in  an  agency  fund  for  its  children's  trust  account. 
According  to  state  accounting  policy,  neither  revenue  nor 
expenditures  should  be  recognized  in  these  funds.  This  error 
occurred  when  department  personnel  moved  investment  income  from 
one  fund  to  another  by  recording  revenue  instead  of  property  held  in 
trust.  This  error  was  corrected  in  fiscal  year  2000-01. 

The  department  recorded  both  a  receivable  from  the  federal 
government  and  deferred  revenue  in  six  federal  special  revenue  fund 
accounts  at  fiscal  year-end  1 999-00.  This  means  the  account  records 
showed  PHHS  had  resources  not  yet  earned  and  receivables  from  the 
federal  government  for  the  same  grant.  Although  department 
personnel  matched  expenditures  to  revenues  for  these  grants,  the 
affects  of  other  activity  impacting  ending  fiind  balances  were  not 
considered.  As  a  result,  receivables  and  deferred  revenue  were 
overstated  by  approximately  $10  million. 

Expenditure  amounts  and  vouchers  payable  of  $700,890  were  posted 
twice  in  the  General  Fund  during  fiscal  year  1999-00.  The  error  was 
not  detected  and  corrected  until  the  following  year. 

Department  personnel  recorded  both  the  state  and  federal  share  of 
Medicaid  reimbursement  as  revenue  in  fiscal  year  1999-00  rather 
than  just  the  federal  share.  In  addition,  accrued  revenue  from  that 
fiscal  year  was  recorded  as  revenue  of  the  following  fiscal  year  when 
it  was  collected.  As  a  result,  the  department  overstated  current  year 
reimbursement  revenue  and  understated  prior  year  revenue  by 
$1,774,  622  in  fiscal  year  2000-01.  The  department  could  have 
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detected  these  errors  through  a  reconciUation  of  the  SABHRS 
records  to  reimbursement  billing  spreadsheets  maintained  by 
department  staff. 

In  fiscal  year  1 999-00,  the  department  did  not  complete  year-end 
adjustments  that  transfer  cash  balances  to  appropriate  agencies.  The 
department  had  SABHRS  re-opened  after  fiscal  year-end  to  make 
some  adjusting  entries.  These  correcting  entries  gave  PHHS  a 
negative  cash  balance  of  $1,387,249  in  the  General  Fund.  The 
balance  should  have  been  zero  at  fiscal  year-end. 

Chapter  180,  Laws  of  1999,  authorized  transfers  of  $87,471  and 
$183,644  from  the  General  Fund  to  the  State  Special  Revenue 
Fund  established  by  53-2-813(2),  MCA.  The  legislature 
intended  the  transfers  to  offset  revenue  loss  from  the  nine  mill 
levy  caused  by  a  reduction  in  motor  vehicle  taxes.  The 
department  received  the  total  transfer  amount  of  $271,1 15  in 
August  2000,  but  deposited  it  as  revenue  in  the  General  Fund. 
As  a  result,  fund  balance  is  overstated  in  the  General  Fund  and 
understated  in  the  State  Special  Revenue  Fund  by  $271,1 15  at 
June  30,  2001. 

During  fiscal  year  1999-00,  the  federal  government  was  charged 
$121,112  more  than  its  share  for  costs  of  the  Statewide  Cost 
Allocation  Plan.  According  to  department  staff  the  state  matching 
share  for  various  federal  programs  were  not  recorded  in  state-funded 
accounts,  and  the  costs  were  charged  against  federal  funds.  The 
federal  programs  overcharged  include  IV-E  Foster  Care,  Food 
Stamps,  Child  Support,  Developmental  Disabilities,  and  Medicaid. 
Federal  regulations  require  charges  for  the  affected  federal  assistance 
programs  to  be  matched  with  state  fijnds.  PHHS  should  return  the 
amounts  overcharged  to  the  federal  programs.  On  October  1,  2001, 
the  department  repaid  the  federal  accounts  for  the  overcharges. 

The  department  recorded  $1 16,481  of  transaction  processing  fees  as 
benefits  rather  than  as  operating  expenses  in  fiscal  year  2000-01. 
The  processing  fees  should  be  separated  from  benefit  payment 
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reimbursements  made  to  the  claims  processor  for  the  Child  Health 
Insurance  Plan  (CHIP),  so  the  department  can  accurately  track 
administrative  costs  for  the  CHIP  program. 

Federal  regulations  allow  state  Child  Support  Enforcement  programs 
to  keep  a  portion  of  the  federally  funded  welfare  payments  that  the 
state  recovers  through  enforcement  actions.  The  department 
estimated,  retained,  and  spent  child  support  incentives  of  $2,196,280 
in  the  federal  fiscal  year  ended  September  30,  2000.  The  amount 
exceeded  the  federally  calculated  amount  by  $  1 ,080,05 1 .  The 
federal  government  reduced  the  Child  Support  Enforcement  grant  by 
that  amount.  A  department  budget  analyst  projects  another  $700,000 
federal  assessment  for  fiscal  year  2001 .  Department  personnel  said 
federal  legislation  changed  the  method  used  to  estimate  incentive 
payments,  making  accurate  estimation  difficult.  The  department 
used  estimates  prepared  prior  to  the  1999  legislative  session  as  a 
basis  for  its  incentive  draws  in  state  fiscal  years  1999-00  and  2000- 
01.  We  reviewed  documentation  of  the  incentive  calculation  using 
the  old  and  new  methods.  While  some  variation  from  estimate  could 
be  expected,  an  estimate  greater  than  two  times  the  incentive 
calculation  under  the  old  method  appears  unreasonable  when  the 
federal  budget  added  only  8.5  percent  to  the  incentive  fiinding  pool. 

The  department  uses  a  model  based  on  paid  claims  history  to  project 
Medicaid  expenditures  at  the  end  of  each  fiscal  year.  This  projection 
is  used  to  accrue  claims  with  dates  of  service  in  one  fiscal  year  that 
will  not  be  paid  until  a  succeeding  fiscal  year.  The  amount  of  the 
accrual  is  determined  at  year-end  by  taking  the  difference  between 
projected  expenditures  and  actual  expenditures  paid  by  year-end.  In 
fiscal  year  2001,  actual  expenditures  exceeded  projections  for  the 
nursing  home  portion  of  the  Medicaid  program.  Because  of  this, 
nothing  was  accrued  for  future  nursing  home  payments  related  to 
services  provided  during  fiscal  year  2001 . 


Management  personnel  in  the  Senior  and  Long  Term  Care  Division 
indicated  nursing  homes  are  not  able  to  bill  for  June  services  until 
the  following  fiscal  year.  The  accrual  should  be  for  approximately 
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one-twelfth  of  projected  nursing  home  expenditures.    Upon  further 
review  after  year-end  close,  the  department  detected  an  error  in 
recorded  expenditures.  As  a  result,  an  accrual  was  not  necessary. 
The  department  should  establish  procedures  to  evaluate  whether  the 
difference  between  actual  expenditures  and  expenditure  projections 
is  reasonable  during  the  fiscal  year-end  process. 


Recommendation  #10 


We  recommend  the  department: 

A.  Apply  established  review  procedures  to  prevent,  detect,  and 
correct  accounting  errors  in  a  timely  manner. 

B.  Implement  procedures  to  properly  record  Agency  Fund 
additions  and  reductions  to  the  Property  Held  in  Trust 
account. 

C.  Ensure  subsidiary  patient  account  records  agree  to  the 
accounting  system. 

D.  Refund  the  $121,112  in  indirect  cost  overpayments  to  the 
federal  programs  affected. 

E.  Establish  procedures  to  evaluate  whether  the  difference 
between  actual  expenditures  and  expenditure  projections  is 
reasonable  prior  to  making  accrual  entries. 


Foster  Care  Adjustments 


The  department  records  activity  related  to  foster  care  on  the  Child 
and  Adult  Protective  Services  (CAPS)  system.  Federal  fiands  from 
Temporary  Assistance  to  Needy  Families  (Title  FV-A),  Foster  Care 
(Title  IV-E)  and  Social  Services  Block  Grant  (Title  X)  of  the  Social 
Security  Act  are  used  to  finance  foster  care.  The  system  determines 
funding  sources  for  services  performed  for  clients  based  on  specific 
information  input  by  department  personnel.  Using  this  information, 
clients  may  be  eligible  for  services  paid  with  federal  fiands. 
However,  expenditures  may  be  charged  to  the  general  fund  if  all 
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information  pertaining  to  a  client's  eligibility  for  federal  funding  has 
not  yet  been  entered  on  CAPS. 

We  sampled  the  fiinding  sources  for  37  clients  during  fiscal  years 
1999-00  and  2000-01.  We  found  three  instances  out  of  the  37  where 
clients  were  eligible  for  Title  IV-A  funding  but  another  funding 
source  was  charged. 

The  department  is  in  the  process  of  developing  an  automatic  "sweep" 
of  CAPS  funding  to  maximize  federal  support.  Previously,  manual 
adjustments  were  made  to  CAPS  to  move  funding  to  the  proper 
source,  such  as  100  percent  federal  Title  IV-A,  after  month-end 
reports  were  reviewed.  The  automated  process  would  make  the 
manual  adjustments  unnecessary.  However,  since  May  of  fiscal  year 
1999-00  and  during  fiscal  year  2000-01  this  automatic  process  was 
not  being  used  and  there  were  no  manual  adjustments  or  reviews. 

Department  personnel  who  previously  completed  the  manual 
adjustments  stated  that  after  the  automatic  process  was  developed 
they  were  told  they  did  not  need  to  do  the  manual  adjustments. 
Program  management  also  instructed  field  personnel  that  they  did 
not  need  to  perform  reviews  at  month-end  since  the  process  was 
automated.  Personnel  who  developed  the  automated  process  stated 
that  they  are  planning  to  do  a  reconciliation  after  the  sweep  is 
performed.  They  stated  that  they  planned  to  use  month-end  report 
reviews  to  determine  if  all  adjustments  were  made. 

Department  officials  said  ftinding  sources  were  adjusted  in  August 
2001  for  the  2000-01  fiscal  year.  A  department  manager  indicated  a 
funding  adjustment  for  fiscal  year  1999-00  may  not  be  cost  effective. 

The  department  should  continue  to  develop  controls  to  ensure  that 
the  correct  funding  source  is  used  for  clients  who  are  eligible  for 
Title  IV-A.  The  department  should  continue  to  monitor  month-end 
reports  and  recommend  manual  adjustments  until  the  automated 
process  is  complete.  The  reconciliation  could  be  more  efficiently 
completed  if  they  have  records  of  needed  adjustments.  This  would 
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help  ensure  they  are  using  the  maximum  federal  funds  before  general 
fund  money  is  used. 


Recommendation  #11 

We  recommend  the  department: 

A.  Adjust  foster  care  expenditure  amounts  to  charge  eligible 
costs  of  prior  years  to  federal  funding  sources,  if  cost 
effective. 

B.  Develop  and  implement  controls  to  ensure  federal  funds  are 
used  when  there  are  eligible  expenditures. 


The  department  operates  institutional  facilities  for  the  mentally  ill, 
the  developmentally  disabled,  the  chemically  dependent,  and  the 
aged.  The  department  bills  responsible  parties  for  time  spent  in  the 
facilities  by  residents  at  a  cost  based  per  diem  rate.  Section 
53-1-404,  MCA,  requires  the  department  to  compute  the  per  diem 
rate  at  each  facility  for  each  fiscal  year  by  July  1  of  the  fiscal  year. 


We  noted  that  fiscal  year  2000-01  per  diem  rate  calculations  for 
Montana  Chemical  Dependency  Center  (MCDC),  Montana  State 
Hospital  (MSH),  and  Montana  Developmental  Center  (MDC)  were 
forwarded  to  the  department's  central  billing  unit  on  August  30, 
September  5,  and  September  14,  2001,  respectively.  As  a  result, 
billings  for  July  and  August  2000  per  diem  costs  could  not  be 
processed  until  the  rates  were  set. 

A  department  official  said  MCDC  and  MDC  personnel  attributed  the 
delay  to  difficulty  in  obtaining  budget  information  used  in  the  rate 
calculation.  However,  several  other  facilities  obtained  the  data 
necessary  to  calculate  the  rate  by  the  required  date.  By  delaying  rate 
setting  and  billing,  the  department  costs  the  state  the  interest  on  the 
reimbursements  for  which  collection  is  delayed. 
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Recommendation  #12 


We  recommend  the  department  complete  the  calculation  of 
per  diem  rates  by  July  1  each  year,  as  required  by  state  law. 


The  department  has  not  designed  or  developed  a  database  that 
includes  data  on  health  care  resources  and  the  cost  and  quality  of 
health  care  services  as  required  by  section  50-4-502,  MCA.  As 
reported  in  our  prior  audit  report,  the  department  requested  funding 
for  the  database  during  the  1997  and  1999  legislative  sessions,  but 
did  not  receive  it.  Department  personnel  indicated  the  funding  was 
not  provided  by  the  2001  legislature.  The  department  should  assess 
the  need  for  this  law  and  seek  legislative  change  if  it  is  warranted. 
Until  such  time  as  this  law  is  amended  or  repealed,  the  department 
should  comply  with  the  requirements. 


Recommendation  #13 

We  recommend  the  department  develop  a  health  care  database 

as  required  by  section  50-4-502,  MCA. 


The  department  receives  financial  assistance  from  several  federal 
agencies  to  operate  numerous  assistance  and  services  programs. 
The  primary  federal  agencies  include  the  U.S.  Departments  of 
Agriculture,  Education,  Energy,  and  Health  &  Human  Services. 
The  department  spent  nearly  $644  million  of  federal  assistance 
during  fiscal  year  2000-01 .  We  performed  tests  to  evaluate  the 
department's  controls  and  compliance  with  selected  federal 
regulations.  We  identified  several  areas  where  the  department 
could  improve  procedures  to  comply  with  federal  laws  and 
regulations.  These  are  discussed  below. 

The  department  administers  the  Substance  Abuse,  Prevention,  and 
Treatment  (SAPT)  block  grant.  During  fiscal  years  1999-00  and 
2000-01,  the  department  recorded  SAPT  expenditures  of  $4,632,762 
and  $4,890,430,  respectively.  Each  year's  grant  must  be  obligated  in 
the  year  of  the  award  and  expenditures  completed  by  the  end  of  the 
subsequent  year.  In  addition,  federal  regulations  specify  expenditure 
categories  for  each  grant.  When  we  reviewed  the  department 
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contract,  expenditure,  and  cash  draw  records,  we  were  unable  to 
verify  that  expenditures  occurred  in  the  period  for  which  the  grant 
award  was  available  and  that  limitations  on  expenditures  by 
earmarked  category  were  satisfied.  The  department  did  not  record 
SAPT  grant  expenditures  by  grant  award  year  and  earmarked 
category  on  the  state's  accounting  records. 

In  reviewing  the  department's  SAPT  records,  we  noted  the  following 
conditions: 

►  Provider  contracts  and  grants  were  allocated  to  meet  the 
earmarking  limits  for  each  federal  fiscal  year  SAPT  award. 
However,  program  managers  in  the  Addictive  and  Mental 
Disorders  Division  (AMDD)  who  track  the  program 
expenditures  did  not  know  which  SAPT  grant  award  was 
charged. 

►  Personnel  in  the  Fiscal  Bureau  of  the  Operations  and  Technology 
Division  (OTD)  draw  the  federal  funds,  charging  the  oldest 
SAPT  grant  for  all  the  unreimbursed  costs  regardless  of  the  year 
for  which  the  related  contract  was  budgeted. 

►  Federal  regulations  specify  that  at  least  35  percent  of  each  grant 
be  used  for  prevention  and  treatment  of  alcohol  abuse  and  at 
least  35  percent  of  each  grant  be  used  for  prevention  and 
treatment  of  drug  abuse.  Of  these  amounts,  20  percent  of  each 
set-aside  must  be  devoted  to  prevention  activities  directed 
toward  individuals  in  populations  with  high  risk  of  substance 
abuse.  The  department  accounting  system  does  not  track 
expenditures  in  a  manner  which  allows  personnel  to  demonstrate 
compliance  with  these  SAPT  earmarking  requirements. 

►  An  AMDD  financial  manager  said  the  department  did  not  exceed 
the  five  percent  SAPT  award  limit  on  administrative  costs,  but 
could  not  furnish  adequate  evidence  from  the  state's  accounting 
records  regarding  compliance  with  the  administrative  cost  limit. 

AMDD  fiscal  personnel  set  up  accounts  on  the  state's  accounting 
records  in  January  200 1 ,  to  track  expenditure  by  grant  award  year. 
Prior  to  that  time,  the  accounting  records  did  not  accumulate 
expenditures  by  award  year.  At  our  request,  an  AMDD  official 
fiamished  a  spreadsheet  demonstrating  compliance  with  SAPT 
earmarking  requirements  for  fiscal  year  1999.  Procedures  tracking 
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expenditures  by  grant  year  on  the  state's  accounting  records  will 
allow  the  department  to  monitor,  as  well  as  demonstrate,  compliance 
with  earmarking  requirements. 


Recommendation  #14 

We  recommend  the  department: 

A.  Implement  procedures  to  track  earmarked 
expenditure  categories  by  grant  year  for  the  SAPT  grant. 

B.  Monitor  expenditures  to  ensure  each  charge  is  properly 
obligated  or  paid  within  the  period  of  availability  of  the 
grant. 


Housing  Loan  Account 


Federal  regulations  governing  the  Substance  Abuse,  Prevention,  and 
Treatment  (SAPT)  grant  allow  grantees  to  establish  revolving  loan 
accounts  to  provide  housing  loans  to  recovering  substance  abusers. 
The  department  contracted  with  a  service  provider  to  administer  a 
revolving  loan  program.  The  department  disbursed  $20,000  to  the 
contractor  in  July  2000  as  an  advance,  which  was  used  as  a 
beginning  balance  in  the  account  at  a  financial  institution  opened  to 
handle  loan  transactions. 


OMB  Circular  A- 102  permits  working  capital  advances  of  federal 
funds  to  grantees.  Under  provisions  of  the  circular,  the  awarding 
agency  shall  advance  cash  to  the  grantee  to  cover  its  estimated 
disbursement  needs  for  an  initial  period,  generally  geared  to  the 
grantee's  disbursement  cycle.  In  addition,  the  circular  also  requires 
the  recipient  of  federal  funds  to  have  procedures  for  minimizing  the 
time  elapsing  between  the  transfer  of  funds  from  the  U.S.  Treasury 
and  disbursement  by  grantees  and  subgrantees. 


Since  the  disbursement  cycle  for  the  loan  program  is  not  predictable, 
the  contract  provisions  concerning  the  advance  do  not  comply  with 
federal  cash  management  regulations.  A  department  official  said  he 
was  not  aware  of  compliance  problems  in  drawing  federal  funds  to 
cover  the  loans.  Although  reimbursement  of  loans  is  allowable,  we 
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question  the  advance  payment.  The  department  should  seek  contract 
revisions  to  achieve  compliance  with  federal  cash  management 
regulations. 


Recommendation  #15 


We  recommend  the  department  seek  revision  of  the  contract 
related  to  the  revolving  housing  loan  account  to  achieve 
compliance  with  federal  cash  management  regulations. 


The  department  participates  in  the  federal  Temporary  Assistance  for 
Needy  Families  (TANF)  program  (CFDA  93.558).  Federal 
regulations  (45  CFR  part  205.55  and  Section  42  USC  1320b-7) 
require  the  department  to  verify  income  including  unemployment 
and  unearned  income  for  all  TANF  participants  from  sources 
including  the  Internal  Revenue  Service.  In  Montana,  the  Department 
of  Labor  (DOL)  is  the  agency  charged  with  tracking  unemployment 
income. 

The  Economic  Assistance  Management  System  (TEAMS)  is  used  by 
the  department  for  TANF  eligibility  determination  and  benefits 
calculation.  As  of  April  1,  2001,  the  DOL  interface  for  wage 
verification  became  unavailable  to  TEAMS  users.  As  a  result, 
department  personnel  were  unable  to  verify  wage  information  on- 
line for  new  applicants  or  identify  changes  in  wages  for  established 
clients.  DOL  has  supplied  the  county  offices  with  hard  copy  reports 
of  wage  information.  However,  personnel  indicated  the  information 
is  untimely  and  difficult  to  locate.  Caseworkers  indicated  the  county 
offices  have  to  seek  reimbursement  for  overpayments  made  to  clients 
in  the  absence  of  accurate  and  timely  income  information. 


In  1997  the  department  had  a  contract  with  the  Internal  Revenue 
Service  to  allow  for  wage  information  exchange,  but  no  information 
was  ever  exchanged.  At  the  time,  TANF  oversight  personnel 
became  aware  the  information  exchange  was  not  occurring,  the 
contract  with  the  IRS  had  expired.  Although  the  department  has 
entered  into  a  new  contract  with  the  IRS  and  has  established 
procedures  for  wage  information  exchange  to  occur  at  the 
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department,  the  department  was  not  in  compliance  with  federal 
regulations  during  our  audit  period. 


Recommendation  #16 


We  recommend  the  department  establish  procedures  to  ensure 
wage  verification  for  TANF  participants. 


0MB  Circular  A- 133  requires  PHHS  to  maintain  internal  control 
over  its  federal  awards  to  provide  reasonable  assurance  that  it  is 
managing  those  awards  in  compliance  with  applicable  laws  and 
regulations.  PHHS  utilizes  TEAMS  in  making  its  eligibility  and 
benefit  determinations  for  the  Medicaid,  Temporary  Assistance  to 
Needy  Families,  Food  Stamps,  and  Child  Care  Development  Fund 
awards.  In  consultation  with  PHHS  personnel,  the  TEAMS 
contractor  developed  a  series  of  exception  reports  to  use  in  ensuring 
eligibility  and  benefit  determinations  are  made  in  compliance  with 
applicable  laws  and  regulations. 


During  the  audit,  we  reviewed  the  use  of  certain  exception  reports  to 
determine  whether  internal  control  is  in  place.  The  results  of  our 
review  indicate  that  some  reports  are  either  not  utilized  or  contain 
outdated  information. 


►  The  Child  Care  Provider  Overpayment  Reports  identify  parents 
and  child  care  providers  who  received  overpayments  from 
PHHS.  These  reports  have  not  been  reviewed  by  agency 
personnel  since  1999.  The  reports  indicate  total  overpayments  as 
of  June  2001  to  parents  and  child  care  providers  were  $87,560 
and  $19,789,  respectively. 

►  The  Duplicate/Primary  Person  Exception  Report  was  not 
generated  during  fiscal  years  1999-00  or  2000-01  because 
TEAMS  was  unable  to  process  corrections  to  duplicate  social 
security  numbers.  When  generated,  the  reports  are  used  to 
improve  the  accuracy  of  social  security  numbers  in  the  database. 

►  The  Disqualified  Recipient  System  Food  Stamp  Participation 
Extract  is  used  to  identify  individuals  disqualified  from  receiving 
food  stamps.  While  this  report  is  used  to  establish  sanctions 
within  TEAMS,  department  personnel  said  the  report  primarily 
contains  invalid  or  old  information. 
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►  The  Warrant  Tracking  Exception  Report  identifies  warrants  held 
by  the  state  to  offset  bad  debts.  Agency  personnel  do  not  use  the 
report  because  the  same  information  is  now  available  through  the 
state's  primary  accounting  system. 

►  The  Duplicate  Issuance  Report  identifies  duplicate  payments 
made  under  the  Aid  to  Families  with  Dependent  Children  award. 
This  award  was  replaced  by  the  Temporary  Assistance  to  Needy 
Families  award  in  fiscal  year  1996-97.  The  report  lists  one  case 
with  four  instances  of  duplicate  payments  occurring  in  fiscal 
year  1994-95.  TEAMS  generates  the  report,  even  though  it 
contains  outdated  information  on  a  discontinued  program. 

Because  certain  reports  are  not  being  utilized,  the  potential  exists  for 
unallowable  payments  to  be  made  to  recipients  or  providers.  In 
addition,  producing  reports  that  contain  outdated  or  invalid 
information  is  an  inefficient  use  of  resources.  PHHS  personnel 
should  evaluate  TEAMS  reports  for  usefulness  and  ensure  reports 
with  current  control  value  are  available  and  used  by  appropriate 
personnel. 


Recommendation  #17 


We  recommend  PHHS  discontinue  preparing  ineffective 
TEAMS  exception  reports  and  establish  procedures  to  ensure 
the  use  of  those  reports  useful  in  monitoring  program  activities. 


WIC  Edit  Reports  Review 


The  department  participates  in  the  federal  Special  Supplemental 
Nutrition  Program  for  Women,  Infants,  and  Children  (WIC). 
Participants  in  the  WIC  program  are  issued  vouchers  which  are 
redeemable  for  specific  food  items  at  participating  stores.  Issuance 
and  redemption  of  WIC  vouchers  are  tracked  on  the  WIC  computer 
system  which  networks  the  state  and  local  WIC  agencies.  The 
computer  system  also  generates  management  reports. 
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The  WIC  computer  system  generates  an  edit  report  that  includes 
information  regarding  vouchers  that  have  been  redeemed  prior  to  an 
attempt  to  void  the  voucher.  WIC  vouchers  are  to  be  voided  only 
when  the  coupon  is  in  the  hands  of  the  local  agency  or  when  a  police 
report  documenting  stolen  vouchers  is  obtained  to  justify  the  void. 
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In  some  circumstances  a  voucher  has  already  been  redeemed  at  the 
time  a  void  is  attempted.  The  federal  government  has  identified,  as 
indication  of  potential  non-compliance  with  WIC  program 
requirements,  vouchers  being  redeemed  which  the  issuing  local 
agencies  had  reported  as  voided  or  unclaimed. 

During  our  audit  we  were  unable  to  verify  the  department  performed 
follow-up  procedures  on  vouchers  identified  on  the  edit  report  as 
having  been  redeemed  prior  to  an  attempt  to  void  them.  Personnel 
indicated  edit  reports  were  not  being  reviewed  for  a  portion  of  the 
audit  period  due  to  a  vacancy  in  the  position  responsible  for  the 
reviews.  However,  the  department  was  not  able  to  provide  any 
documentation  of  review  for  the  period  the  position  was  filled.  The 
department  should  retain  documentation  of  any  relevant  procedures 
performed  to  identify  potential  non-compliance  with  federal 
restrictions  on  voiding  vouchers. 


Recommendation  #18 


We  recommend  the  department  establish  procedures  to  ensure 
completion  and  documentation  of  reviews  of  WIC  edit  reports 
which  identify  potential  improper  use  of  vouchers. 


Food  Stamps  Controls 


The  department  administers  the  Food  Stamp  program  to  provide 
resources  for  food  purchases  by  needy  families.  In  fiscal  years 
1999-00  and  2000-01,  the  department  distributed  Food  Stamps 
valued  at  $52,255,717  and  $53,392,372,  respectively.  We  noted 
instances  where  controls  over  accounting  data  and  reporting  for  this 
program  could  be  improved. 


The  department  contracted  with  a  private  firm  to  handle  mail 
issuance  of  Food  Stamps.  Department  policy  requires  monthly 
reconciliation  of  the  stamps  reported  as  issued  by  the  contractor  to 
TEAMS,  the  system  used  by  the  department  to  determine  client 
eligibility  and  allowable  stamp  issuance  amounts.  During  the  first 
eight  months  of  fiscal  year  2000-01,  only  one  monthly  and  no 
quarterly  reconciliations  had  been  completed. 
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A  department  program  officer  said  the  person  who  performed  the 
reconciliations  for  10  years  terminated  from  the  position  in  July 
2000.  The  position  was  not  filled  until  November  2000.  The 
department  had  not  cross-trained  any  staff  in  the  reconciliation  and 
reporting  procedures  handled  by  the  position.  In  addition,  the  officer 
described  the  spreadsheet  used  by  the  former  employee  to  reconcile 
contractor  food  issuances  to  TEAMS  as  cumbersome  and 
undocumented,  so  department  personnel  could  not  effectively  assign 
another  employee  to  do  the  reconciliation  the  way  it  had  been  done. 
The  replacement  developed  a  new  spreadsheet  before  starting  work 
on  reconciliations. 

Because  Food  Stamp  issuance  data  was  not  reconciled,  the 
department  made  untimely  submissions  of  required  federal  reports. 
The  department  could  improve  its  controls  over  the  Food  Stamps 
program  by  documenting  the  duties  of  employees  involved  in 
administering  the  program  and  cross-training  employees  in  various 
positions  so  functions  can  be  covered  in  the  event  absences  or 
position  vacancies  occur. 


Recommendation  #19 


We  recommend  the  department: 

A.  Document  procedures  used  to  reconcile  food  stamp 
issuances  reported  by  the  contractor  and  those  recorded  as 
authorized  on  the  department's  records. 

B.  Cross  train  employees  so  administrative  responsibilities  can 
be  met  if  turnover  occurs. 


Recoveries  of  Medicaid 
Overpayments 


Federal  regulations  require  the  department  to  refund  Medicaid 
overpayments  to  the  Health  Care  Finance  Administration  (HCFA) 
within  60  days  from  the  date  of  discovery  regardless  of  whether  the 
overpayment  has  been  collected  from  the  Medicaid  provider. 
Regulations  define  the  date  of  discovery  as  the  earliest  of  the  date  a 
provider  is  notified  in  writing  of  an  overpayment,  the  date  a  provider 
acknowledges  an  overpayment,  or  the  date  the  State  initiates  action 
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to  recoup  an  overpayment.  The  refund  must  be  made  through  a 
credit  on  the  Medicaid  Quarterly  Statement  of  Expenditures.  The 
credit  must  be  included  on  the  report  submitted  for  the  quarter  in 
which  the  60-day  period  ends. 

In  our  prior  audit  report,  we  recommended  that  the  department 
identify  overpayment  of  claims  to  the  Indian  Health  Service  (IHS) 
program  and  refund  the  federal  portion.  The  department  sent  a  letter 
to  IHS  dated  December  30,  1999,  which  included  a  specified 
overpayment  amount.  The  related  credit  was  included  on  the 
Medicaid  report  for  the  quarter  ended  June  30,  2000.  To  comply 
with  federal  regulations,  the  credit  should  have  been  included  on  the 
report  for  the  quarter  ended  March  3 1 ,  2000. 

Agency  personnel  indicated  overpayment  recoveries  that  are 
included  in  the  accounting  records  against  prior  year  accruals  are 
only  reported  on  the  reports  once  per  year  on  the  June  30  quarterly 
report  to  simplify  preparation  of  the  Medicaid  quarterly  report. 


Social  Service  Block  Grant 
Federal  Reports 


Recommendation  #20 

We  recommend  the  department  establish  procedures  to  ensure 
Medicaid  overpayments  are  reported  on  the  Medicaid 
expenditure  report  in  accordance  with  federal  regulations. 


The  department  participates  in  the  Social  Services  Block  Grant 
(SSBG)  program.  During  the  audit  we  noted  two  instances  where 
financial  data  reported  by  the  department  was  not  supported  by  the 
accounting  records. 


The  department  reported  a  carryforward  on  its  SSBG  program 
reports  which  was  not  supported  by  the  accounting  records. 
Department  personnel  stated  that  the  carryforward  probably  relates 
to  revenue  activity  for  SSBG  from  a  past  year  that  the  department 
was  unable  to  fully  reconcile. 


The  department  submitted  an  expenditure  report  for  June  30,  2000, 
which  did  not  mclude  TANF  funds  transferred  to  SSBG  and  spent 
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under  SSBG  regulations.  Federal  regulations  require  that  the  amount 
of  the  transfer  be  reported  on  the  transfer  line  of  the  report  and  that 
the  actual  expenditures  be  reported  as  SSBG  expenditures. 
Department  personnel  said  the  error  occurred  because  three  divisions 
now  use  SSBG  funds  instead  of  one  as  in  previous  years. 

Federal  regulations  require  grantees  maintain  records  which 
adequately  identify  the  source  and  application  of  funds  provided  for 
federally  funded  activities.  These  records  include  awards  and 
authorizations,  obligations,  unobligated  balances,  assets,  liabilities, 
expenditures,  and  income. 


Recommendation  #21 


We  recommend  the  department  establish  procedures  to  ensure 
federal  Social  Services  Block  Grant  reports  are  supported  by 
the  accounting  records. 


CMIA  Interest  Obligation 
Calculation  Errors 


As  previously  discussed,  the  CMIA  agreement  requires  the  state  to 
calculate  interest  owed  to  the  federal  government  as  a  result  of  not 
following  the  specifications  outlined  in  the  agreement.  We  reviewed 
the  interest  calculation  spreadsheets  for  eight  of  the  department's 
nine  major  federal  programs  covered  by  the  CMIA  agreement  in 
fiscal  year  1999-00.  We  found: 


1 .  Department  personnel  did  not  calculate  the  beginning  cash 
balances  consistently  among  the  different  programs. 

2.  The  total  disbursements  reported  on  the  spreadsheets  did  not 
agree  to  the  total  expenditures  recorded  on  the  accounting 
system. 

3.  The  ending  cash  balances  calculated  through  the  spreadsheets 
did  not  agree  to  the  balances  in  the  cash  accounts  at  June  30, 
2000,  and  we  could  not  attribute  the  differences  to  non-federal 
sources  of  cash. 

Misstating  balances,  cash  disbursement,  or  collection  activity  could 
result  in  erroneous  CMIA  interest  calculations.  By  establishing 
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supervisory  reviews  of  CMIA  spreadsheets,  the  department  could 
improve  data  accuracy. 

In  addition  to  systematic  inconsistencies  involving  beginning  cash 
balances  and  recorded  expenditures,  we  found  a  keying  error  for  a 
Medicaid  draw.  The  interest  calculation  spreadsheet  for  Medicaid 
reported  a  cash  draw  of  $12,805,120  when  the  actual  cash  draw  was 
$12,925.  The  error  occurred  when  the  employee  who  prepared  the 
spreadsheet,  intending  to  enter  a  formula,  $12,805  +  $120,  did  not 
enter  the  +  sign.  As  a  result  of  this  error,  the  Department  of 
Administration  calculated  the  state's  interest  obligation  to  the  U.S. 
Treasury  for  this  federal  program  was  $53,251  and  remitted  that 
amount  to  the  U.S.  Treasury.  When  the  spreadsheet  was  revised  to 
correct  the  error  we  detected,  the  state's  interest  obligation  was 
found  to  be  $0. 


Records  Retention 


Recommendation  #22 

We  recommend  the  department  implement  controls  to  ensure 
the  cash  management  interest  obligation  calculation 
spreadsheets  submitted  to  the  Department  of  Administration 
reconcile  with  the  accounting  records  and  are  accurate. 


Federal  regulations  require  the  department  retain  all  financial 
records,  supporting  documents,  statistical  records,  and  all  other 
records  pertinent  to  an  award  for  a  period  of  three  years  from  the 
date  of  submission  of  the  final  expenditure  report.  We  found  two 
instances  where  the  department  did  not  comply  with  records 
retention  requirements. 


During  our  audit,  the  department  was  unable  to  provide  supporting 
documentation  for  reviews  being  conducted  at  the  county  level  for 
the  TANF  program.  Department  management  indicated  the 
individual  who  conducted  the  reviews  was  no  longer  employed  in 
her  position  and  when  the  employee  left,  she  kept  the  supporting 
documentation. 
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We  tested  nine  cash  draw  documents  for  the  Vocational 
Rehabilitation  grant.  The  department  could  not  furnish  supporting 
documentation  for  eight  of  the  nine  tested.  Department  personnel 
said  the  draws  were  made  based  on  daily  cash  balances  obtained 
from  a  report  downloaded  from  the  state's  accounting  records  on  the 
day  of  the  draw.  The  reports  were  not  retained. 


Suspension  and  Debarment 
Contracting  Controls 


The  department  should  implement  control  procedures  to  ensure  state 
records  and  supporting  documentation  related  to  a  federal  award  are 
maintained  as  required  by  federal  regulations. 


Recommendation  #23 

We  recommend  the  department  implement  control  procedures 

to  ensure  state  records  and  supporting  documentation  related 

to  a  federal  award  are  maintained  in  accordance  with  federal 

regulations. 


The  department  makes  payments  to  medical  services  providers 
through  the  Medicaid  Management  Information  System  (MMIS)  and 
payments  to  certain  other  subgrantees  and  vendors  through  Agency 
Wide  Accounting  and  Client  System  (AWACS).  Prior  to 
establishing  a  provider  or  subgrantee  on  those  systems  the 
department  verifies  the  party  has  not  been  suspended  or  debarred 
from  receiving  federal  funds.  Contract  agreements  with  these 
recipients  include  suspension  and  debarment  language  at  the  time  of 
the  original  contract.  However,  when  the  department  renews  certain 
service  contracts  by  extending  the  date  of  the  original  contract,  the 
department  does  not  check  suspension  and  debarment  status  of  the 
contractor  and  does  not  update  suspension  and  debarment  contract 
language. 


Federal  regulations  require  agencies  to  establish  procedures  for  the 
effective  use  of  the  federal  List  of  Parties  Excluded  from  Federal 
Procurement  or  Nonprocurement  programs  to  ensure  they  do  not 
award  assistance  to  listed  parties.  We  were  unable  to  identify 
controls  to  ensure  contractors  are  being  certified  as  not  suspended  or 
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debarred  from  the  receipt  of  federal  funds  prior  to  contract  renewal 
or  extension. 


Recommendation  #24 


We  recommend  the  department  develop  an  approval  process  to 
ensure  the  department  is  not  contracting  with  suspended  or 
debarred  parties. 
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LEGISLATIVE  AUDIT  DIVISION 

Scott  A.  Seacat,  Legislative  Auditor  Ma.       J^  Deputy  Legislative  Auditors: 

John  W.  Northey,  Legal  Counsel  (4mg'^»J^Si)  ^'"^  Pellegrini,  Performance  Audit 

Tori  Hunthausen,  IS  Audit  &  Operations 
James  Gillett,  Financial-Compliance  Audit 


INDEPENDENT  AUDITOR'S  REPORT 


The  Legislative  Audit  Committee 
of  the  Montana  State  Legislature: 

We  have  audited  the  accompanying  Schedules  of  Changes  in  Fund  Balances  &  Property  Held  in  Trust, 
Schedules  of  Total  Revenues  &  Transfers-In,  and  Schedules  of  Total  Expenditures  &  Transfers-Out  of  the 
Department  of  Public  Health  and  Human  Services  for  each  of  the  fiscal  years  ended  June  30,  2000,  and 
2001.  The  information  contained  in  these  financial  schedules  is  the  responsibility  of  the  department's 
management.  Our  responsibility  is  to  express  an  opinion  on  these  financial  schedules  based  on  our  audit. 

We  conducted  our  audit  in  accordance  with  auditing  standards  generally  accepted  in  the  United  States  of 
America.  Those  standards  require  that  we  plan  and  perform  the  audit  to  obtain  reasonable  assurance 
about  whether  the  financial  schedules  are  fi-ee  of  material  misstatement.  An  audit  includes  examining,  on 
a  test  basis,  evidence  supporting  the  amounts  and  disclosures  in  the  financial  schedules.  An  audit  also 
includes  assessing  the  accounting  principles  used  and  significant  estimates  made  by  management,  as  well 
as  evaluating  the  overall  financial  schedule  presentation.  We  believe  that  our  audit  provides  a  reasonable 
basis  for  our  opinion. 

As  described  in  note  1,  the  financial  schedules  are  presented  on  a  comprehensive  basis  of  accounting 
other  than  generally  accepted  accounting  principles.  The  schedules  are  not  intended  to  be  a  complete 
presentation  and  disclosure  of  the  department's  assets  and  liabilities. 

The  department  improperly  recorded  property  held  in  trust  during  fiscal  year  2000-01.  Consequently, 
Additions  to  Property  Held  in  Trust  and  Reductions  to  Property  Held  in  Trust  are  estimated  to  be 
understated  by  $50,724,127  on  the  Schedule  of  Changes  in  Fund  Balance  and  Property  Held  in  Trust  for 
the  fiscal  year  ended  June  30,  2001. 

The  department  did  not  transfer  residual  moneys  from  the  Special  Revenue  Fund  to  the  General  Fund  as 
required  by  section  53-1-413,  MCA.  As  a  result.  General  Fund  balance  is  understated  and  Special 
Revenue  Fund  balance  is  overstated  by  $6,71 1,913  on  the  Schedule  of  Changes  in  Fund  Balance  and 
Property  Held  in  Trust  for  the  fiscal  year  ended  June  30,  2001. 

In  our  opinion,  except  for  the  effects  of  the  matters  discussed  in  the  two  preceding  paragraphs,  the 
financial  schedules  referred  to  above  present  fairly  the  results  of  operations  and  changes  in  fund  balances 
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and  property  held  in  trust  of  the  Department  of  Public  Health  and  Human  Services  for  each  of  the  fiscal 
years  ended  June  30,  2000,  and  2001,  in  conformity  with  the  basis  of  accounting  described  in  note  1. 

Respectfully  submitted. 


James  Gillett,  CPA 
Deputy  Legislative  Auditor 


September  13,2001 
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PUBLIC  HFA^,TH  &  HUMAN  SERVICES 

SCHEDUL  E  OF  TOTAI,  ^EXPENDITURES  &  TRANSFERS-OUT 

FOR  THE  FISCAI  YEAR  ENDED  JUNE  30  2001 


PROGFIAM  EXPENDITURES  &  TRANSFERS-OUT 

Personal  Services 

Salaries 

Olher  Compensalion 

Employee  Benefits 

Total 

Operating  Expenses 
Other  Services 
Supplies  &  Materials 
Communications 
Travel 
Rent 
Utilities 

Repair  and  Maintenance 
Other  Expenses 
Goods  Purchased  for  Resale 
Tola! 

Equipment  &  Intangible  Assets 
Equipnrient 

Capital  Leases-Equipment-Nonbu 
Intangible  Assets 
Installmnt  Purchases-Equip-NB 
Total 


67.871 


(74,250) 


(74,250) 


10,636,941 


83.024 


83.024 


3.302.095 


124.706 


124,706 


3,006.878 


1.178.001 


5.329,920 


129.250 


129.250 


2.133,514 


66.505 


66.505 


17.513,219 


250.900 
2.507 


253.407 


6.778.755 


90,675 


90.675 


(14,241) 


24.432.724 


74.585 
14.000 


88,585 


30,714 


30.714 


PROGRAM 

ADDICTIVE  & 

DISABILITY 

DIVISION  OF 

HUMAN  AND 

OPERATIONS  & 

SENIOR  & 

NOT 

MENTAL 

CHILD  &  FAMILY 

CHILD  SUPPORT 

DIRECTOR'S 

SERVICES 

QUALITY 

HEALTH  POLICY 

COMMUNITY 

TECHNOLOGY 

LONG-TERM 

SPECIFIED 

DISORDERS 

SERVICES  DIV 

ENFORCEMENT 

OFFICE 

DIVISION 

ASSURANCE 

&  SERVICES  DIV 

SERVICES  DIV 

NB 

DIV 

CARE  SVCS 

Total 

$ 

17.553.496 

$               9,811,672 

$                 5.099,068 

$        1.241.820       $           16,435.864 

$         3.349.129 

$               5.914,689 

852 

1.496.016 

$           13,524,562 

$               4.044.662     $           4.425.367        $ 

81.400.329 

5.632.378 

2.708,276 

1.384.345 

186.704 

5,231.533 

871.770 

3,679,917 

1.001.202 

1,374.064 

852 
23,566.206 

23,185,874 
5,337,475 

12.519,948 
785.160 

6,483,414 

1,428,524 
782,120 

21.667.397 
2,381,487 

4.220,899 
1.133.244 

7.411.557 
13.736.693 

17,204,479      S 
3.370.141 

;                                         5.045.864 
(16.236)                   22.068.522 

5.799.431 
1.851.488 

104  967  387 

1.555,682 

52.985,776 

2,929.178 

289,428 

133.575 

137,708 

960,562 

182.554 

1.883.839 

421.604 

1.995                        233.539 

653.826 

7,827,808 

194,579 

486,454 

642,341 

45.442 

314.691 

142.989 

485.498 

684.004 

738,171 

140,035 

3,874,204 

192,942 

644,221 

54,611 

51.535 

397.998 

239.504 

650.081 

672,106 

53.067 

158,004 

3,114,069 

438.834 

964,941 

484,079 

75.246 

573.113 

393,662 

420.954 

1.179.521 

368.058 

160.724 

5,059,132 

1,000.318 

12,651 

916 

366.482 

8,450 

761 

29.950 

916 

147.661 

1.568,105 

219.247 

44,558 

52,128 

9.899 

194.957 

9.902 

77.314 

138.325 

96,563 

156.489 

999.382 

87.871 

233,391 
90,977 

74,336 
346 

84,462 

75,135 

82,721 
57,909 

23.209 

257.771 
308 

276.916 
6.188 

873.888 

176.501 

2.246.201 
155,728 

776.109 
16,507 


792,616 


Local  Assistance 
From  Slate  Sources 
Total 


1.072.051 
1.072.051 


1.072.051 


Grants 
From  State  Sources 
From  Federal  Sources 
From  Other  Sources 
Total 


1,232.246 
6,598,823 


7.631,069 


108,280 
3,071,274 


3.179.554 


364,950 


27,065 

6.922.766 

439.990 


7,389.821 


125,000 
14,141,196 


14.266,196 


1.266,692 
5,617.574 


6,884.266 


2.759.283 

36.716.583 

439,990 

39.915,856 


Benefits  &  claims 
To  Individuals 
From  Federal  Sources 
Insurance  PaynDents 
Total 

Transfers 
Accounting  Entity  Transfers 
Total 

Debt  Service 
Bonds 
Loans 
Leases 

Installment  Purchases 
Total 

Total  Program  Expenditures  &  Transfers-Out 

PROGRAM  EXPENDITURES  &  TRANSFERS-OUT  BY  FUND 


13.621 


92,171.075 


92,171.075 


1.755.451 
1.755.451 


1.926.071 


15.068 
1,941,139 


25.175.687 


25.175.687 

5.796.460 

5,796,460 

273 
12,662 


35,075 


48,010 


50,146,460 


I.OCO 


1.0C0 


3.926.625 


3.926.625 


14,265 


(557.638) 
(557.838) 


13.291 
13.291 


2,061,978 


68,540,503 


68.540,503 


3,410.168 
3.410.168 


1.103.441 


1,103,441 


(352.318) 
(352.318) 


463 


227.865.654 
8.527.149 


236,392.803 


24,928,822 
24,928,822 


24,440 
24,440 


100,180,679      $         6,434,013      $ 


293,914,069 


65.926,448 
54.521,646 

120.448.094~ 

14.405.937 
14,405.937        ' 

1.466 

21.457 
22.923 

173,217,059      $ 


55,964 

55.964 


41,723     $ 


(8,841.957) 


(8,641,957) 


22.781 
159.638 


182,419 


158,785,632 


158.785.632 


83.766 
83.766 


3.552 
1.678 


5,230 


20,907,635     %        175,033,767 


638.464.999 

63.048.795 

1,000 

701,514,794 


44,611.080 
44.611.080 


3.029.785 

14.128 

26.333 

285.375 

3.355.621 

974.059,810 


General  Fund 
Special  Revenue  Fund 
Debt  Service  Fund 
Nonexpendable  Fund 
Total  Program  Expenditures  &  Transfers-Out 

Less     Nonbudgeted  Expenditures  &  Transfers-Oul 
Prior  Year  Expenditures  &  Transfers-Oul  Adj 
Actual  Budgeted  Expenditures  &  Transfers-Out 
Budget  Authority 
Unspent  Budget  Authority 

UNSPENT  BUDGET  AUTHORITY  BY  FUND 


13.621 


13.621 
13.621 

g_ 

0 
0 


56.068.177      $ 
80,682,376 
1.926.071 


138.676.624 

1.922,900 

1,174,709 

135,579,015 

148,605,704 

13,026,689 


19,584.806 
30,561,654 


50.146.460 

6.025.158 
483.172 

43.638,130 
47,217,974 

3,579,844 


(665.128)      $ 
14.097.310 


13.432.162 

3.693.3C7 

292.963 

9,445.9:2 

9,984,233 

538,311 

16.541 
2.045.437 


2.061,978 

(562,907) 

33,998 

2.590,887 

3.006,173 

415,286 


42.553.608 

56.523.630 

1.103.441 

100.180.679 

2.158.198 

1.281.989 

96.740.492 

102,366,751 


957.965 
5.476.048 


6,434.013 

(429.090) 

122.852 

6,740.251 

7,079,758 


$  65,264,726 

228,649,343 


293.914.069 

22.832.584 

3.129.322 
267.952.163 
272,725,590 

4,773,427 


17,639,074 
155,577,985      $ 


173.217.059 

70.301.926 

(2.931.955) 
105.847.088 
124.096.792 

18,249,704 


41,723 


41,723 

55.964 

(14,241) 
0 
0 


0      $ 


702,687     $         43,520,076 
20.035.257  131.513.691 


169.691 


20.907.635 


175,033,767 


(6.548.735) 
(2.351.565) 


206.951 
1,226,890 
29,807,955  173,599,926 

30,406,724  177,268,220 

598,769     $  3,668,294 


245.656.153 

725,204.454 

3,029,512 

169.691 

974,059,810 

99,669,877 

2,446,104 

871,941,829 

922,757,919 

50.816,090 


General  Fund 
Special  Revenue  Fund 
Unspent  Budget  Authority 


757,090 
12,269,599 


1,452.632       $ 
2,127,212 
3,579,844       $" 


538,3' 0 


11.645 
403.641 


228.338  $ 
5,397,921 
5,626,259   $' 


21,684 
317,823 


161.733 
4.611,694 


$  205,781 

18,043,923 
18,249,704      $■ 


357,569     S 
241,200 


596.769     $ 


197.470 
3.470.824 
3,668.294 


3.393.943 
47.422,147 
50,816,090 


This  schedule  is  prepared  from  the  Statewide  Accounting,  Budgeting,  and  Human  Resources  System  (SABHRS)  without  adjustment   Additional  mfoimation  is  provided  in  the  notes  to  the  financial  schedules  beginning  on  page  A-1 1. 
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PROGRAM 

NOT 
SPECIFIED 


PROGRAM  EXPENDrTURES  4  TRANSFERS-OUT 

PervDnal  Services 
Salanes 

Other  Compensatwn 

Employee  Benefits 
Total 

Oparating  Expenses 

Other  Services 

Supplies  &  Matenals 
Communications 
Travel 

Rent 

Ublibes 

Repair  A  Maintenance 

Other  Expenses 

Goods  Purchased  for  Resale 

Total 

Equipment  &  Intangible  Assets 
Equipmenl 
Intangible  Assets 
Installment  Purchases- Equtp-NB 
Total 

Capital  Outlay 
Buik]ir>gs 
Total 

Local  Assistar>ce 
From  Stale  Sources 
From  Other  lr>cofne  Sources 
Total 

Grants 
From  State  Sources 
From  Federal  Sources 
From  Other  sources 
Total 

Berwrits  &  Claims 
To  Irxlividuals 
From  Federal  Sources 
Total 

Trarwfers 

Accounting  Entity  Trarafan 
ToUl 

Debt  Service 
Bonds 

Loans 
Leases 

Installmenl  Purchases 
Total 

Total  Experxlitures  &  Transfers-Out 

EXPENDITURES  &  TRANSFERS^UT  BY  FUND 

General  Fund 
Special  Revenue  Furxl 
Debt  Service  Furxj 
Total  Expenditures  4  Transfers-Oul 

Less      Noftbudgeted  Expenditures  A  Trans(ers-Out 

Pnor  Year  ExperxJitures  &  Translers-Out  Adjustments 
Actual  Budgeted  Expenditures  &  Translers-Oul 
Budget  Authonty 
Unspent  Budget  Authonty 

UNSPENT  BUDGET  AUTHORITY  BY  FUND 

General  Fund 
Speoal  ReverHje  Fund 
Unspent  Budget  Authonty 


PUBLIC  HEALTH  &  HUMAN  SERVICES 

SCHEDULF  OF  TOTAL  EXPENDITURES  &  TRANSFERS-OUT 

FOR  THE  FISCAL  YEAR  ENDED  JUNE  30,  2000 


ADDICTIVE  &  MENTAL 
DISORDERS 


CHILD  &  FAMILY 
SERVICES  DIV 


CHILD  SUPPORT 
ENFORCEMENT 


DIRECTORS 
OFFICE 


DISABILITY  SERVICES 
DIVISION 


DIVISION  OF  QUALITY 
ASSURANCE 


HEALTH  POLICY  & 

SERVICES  DIV 


HUMAN  AND  COMMUNITY 
SERVICES  DIV 


OPERATIONS  & 
TECHNOLOGY  DIV 


SENIOR  4  LONG- 
TERM  CARE  SVCS 


J             48  244           S 

16.869.031          S 

9710,176           $ 

4,906723          ; 

5         1,095441          S 

16,352,069          $ 

3.458,664          $ 

5,019800           $ 

12.959.307 

s 

3.980,032          $ 

4,213,525 

S        78,613,012 

9,167 

5  178  744 

2609  984 

1  321  264 

174,351 

5,079  66) 

890.131 

1,269  489 

3494739 

982,912 

1  268,052 

22  278  496 

57  411 

22047,775 

12,320,160 

6227,987 

1  269,792 

21,431,744 

4348  795 

6289289 

16.454  046 

- 

4  962.944 

5,481,577 

100  891,520 

344  616 

4,436  189 

879.531 

1,400,772 

631,201 

2,239,014 

1.346.011 

13,458,099 

4.873395 

$       255316 

19904.465 

1.145.852 

50,914,461 

33,932 

2,573.684 

251.456 

185902 

152,646 

922,520 

88.226 

1,319440 

837418 

5,249 

317,522 

682.223 

7.370218 

3,132 

159  989 

421.544 

574,418 

7.965 

272,938 

133.273 

500,501 

819,939 

697 

763,33s 

158.375 

3.816.110 

25.360 

181.211 

792.130 

47  145 

79,077 

396.69'i 

275.952 

550,975 

534,603 

28,126 

55,151 

170.450 

3,136,876 

2736 

382300 

773.766 

396.482 

65,367 

534,734 

289.188 

331,247 

630,496 

1,885 

313.898 

134  115 

3,856,214 

895.965 

11,184 

1  042 

331,618 

5.396 

629 

25,065 

3 

9381 

140.758 

1,421,041 

125 

222.713 

48,666 

55.821 

10,689 

184,32? 

15.525 

55,592 

127,756 

7 

122.760 

160.180 

1,004,361 

(4.289) 

169.978 

48.696 

9.070,725 

69615 

30 

3,247,922 

173.945 

41  323 

122,880 
48,613 

14.422 

133,839 

563,576 

1  422 

8413,670 

10,288 

1.285088 

158.472 

2,739,137 
98  766 

405.612 

2.834.485 

989510 

5,053,343 

2.167.993 

16,350,322 

301,571 

22  771,604 

2,750,425 

74.357,184 

181,417 

40,263 

73,78' 
5,800 
3,04,3 

37.774 

339,459 

130,556 

34744 
6  607 

39,139 

877,139 
12,407 
3,048 

181  417 

40,263 

82635 

37.774 

339459 

130  556 

41,35: 

39,139 

892,594 

6,356 

6356 

6,356 

6,356 

857  041 

- 

9,467 
9,467 

857,041 
9  467 

— 

857,041 

866,508 

1,197,604 

256.755 

21,585 

103,683 

925.698 

2,505,325 

5336,345 

4.198.879 
285 

4  455919 

6,079,810 
463,007 

15,018,469 

(19769) 

5312.519 

35,926,253 
463,292 

— 

6,533,949 

6,564,402 

15,122  152 

(19,769) 

6238217 

38,894,870 

(35.403) 

71,534,775 

20.489.632 

(6.924) 

20,482708 

65.361,361 

201,871,539 

7,946,395 

209,817,934 

56,515,227 
52936,788 
108452,015 

826,931 

149.091.675 

564  655740 
60,876259 

(35,403) 

71  534.775 

65.361.361 

826  931 

149,091,675 

625531,999 

42,104,349 

510,924 
510,924 

965.496 
%5.495 

271,989 
271,989 

43,852,758 

42,104,349 

43,852,758 

2.999.889 

15,619 

2,576 

2,892 

8S 

2,999,889 
21,175 

* 

11  638 

3,153 

40.950 

31,709 

151,570 

2612 

241,632 

69,827 
81  465 

110,818,071          $ 

73,536 
89155 

40,636,127          $ 

14,522 
14,522 

9,086,461           J 

8,744 
1 1 ,897 

14.845 
55.795 

6.554.562          $ 

10,257 
44,658 

148,623,653 

J     1,380,722          $ 

200,08C 
351  650 

26  127,549           $ 

1,705 
4  405 

163,605,436 

393,517 

2.999,689 

2,576 
239,363.982          $ 

3,656,213 

J      45,531,858           $ 

i         2,271,199          $ 

92.950.383          $ 

$      888,950,002 

(4,694) 

42,536  663 

2,999,889 

I 

50  664,569 
60153,502 

$ 

18,289640 
22,346,487 

S 

647,156 
8,439305 

% 

553,870 
1,717,329 

$ 

41,407,080 
51,543,300 

$ 

1,658,954 
4,895,608 

$ 

48,642,991 
190,720,991 

$ 

20,153,896 
128,469,757 

S 

6,637 
1,374,085 

s 

10  807  604 
17319945 

S 

42,089,892 
121,515546 

S 

234,917.595 

651032.518 

2.999  889 

45531,858 

45,395,575 
136263 

s 

110818,071 

48 

(191,437) 

111,009  460 

126,691  214 

15681  754 

$~ 

40,636127 

874 

346,861 

40  288,392 

43,959,274 

3,670  882 

$ 

9,086,461 

35.60S 
34.905 

9,015,948 

9  776,698 

760750 

%~ 

2,271,199 

39  583 

2,231,616 

2,440,%9 

209  353 

92,950,380 

4,048 
(162,883) 

S 

6,554,562 

(1.245) 

6,555807 

6,842685 

286878 

$ 

239,363,982 

2.732 

(286.029) 

239  647,279 

249464  839 

9817,560 

$ 

148,623  653 

52,439,286 
(939,609) 
97,123,976 
131,670,815 
34  546839 

1,380,722 

1,457,842 

(77,120) 

0 

0 

0 

$ 

2t  127,549 

33926 

28,093,623 

29  121,835 

1  028  2i; 

J~ 

163,605,438 

(4,982) 

2786,257 

160  824  163 

162,403,373 

1,579,210 

888.950.002 

99.331.031 
1.719.492 

0 
0 
0 

$ 

93,109,215 
97,306,277 
4,197,062 

787.899479 
859.677,979 
71,778,500 

S 

139874 
15541,880 

$ 
$ 

933517 
2,737  365 
3,670,882 

% 
S 

8,575 
752,175 
760750 

2,394 
206  959 
209,353 

$ 
S 

83  907 
4  113  155 
4  197  0€2 

S 

s 

15681  754 

$■ 

3,336 
283  542 


4.154,093 
5,663,467 


(635,144) 
35181,983 


10  776 
1  017  436 


496,660 
1  082,550 


5197  988 
66  580512 


Thtt  vawlule  s  prepared  from  the  StalewUe  Accountirx,  Budgeting  ar«  Human  Resources  System  (SABHRS)  without  adjustment    AdOitronal  inlormabon  is  provKled  in  the  notes  to  the  financial  schedules  beginning  on  page  A-l  1 
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Department  of  Public  Health 
and  Human  Services 

Notes  to  the  Financial  Schedules  for  the 
Two  Fiscal  Years  Ended  June  30,  2001 


],    Summary  of  Significant 
Accounting  Policies 


Basis  of  Accounting 


The  department  uses  the  modified  accrual  basis  of  accounting,  as 
defined  by  state  accounting  policy,  for  its  Governmental,  Debt 
Service,  Expendable  Trust,  and  Agency  Funds.  In  applying  the 
modified  accrual  basis,  the  department  records; 

Revenues  when  it  receives  cash  or  when  receipts  are 
measurable  and  available  to  pay  current  period  liabilities. 

Expenditures  for  valid  obligations  when  the  department 
incurs  the  related  liability  and  it  is  measurable,  with  the 
exception  of  the  cost  of  employees'  annual  and  sick  leave. 
State  accounting  policy  requires  the  department  to  record  the 
cost  of  employees'  aimual  leave  and  sick  leave  when  used  or 
paid. 

The  department  uses  accrual  basis  accounting  for  its  Nonexpendable 
Trust  Funds.  Under  the  accrual  basis,  as  defined  by  state  accounting 
policy,  the  department  records  revenues  in  the  accounting  period 
earned,  when  measurable,  and  records  expenses  in  the  period 
incurred,  when  measurable. 


Basis  of  Presentation 


Expenditures  and  expenses  may  include:  entire  budgeted  service 
contracts  even  though  the  department  receives  the  services  in  a 
subsequent  fiscal  year;  goods  ordered  with  a  purchase  order  before 
fiscal  year-end,  but  not  received  as  of  fiscal  year-end;  and  equipment 
ordered  with  a  purchase  order  before  fiscal  year-end. 

The  financial  schedule  format  is  in  accordance  with  the  policy  of  the 
Legislative  Audit  Committee.  The  financial  schedules  are  prepared 
from  the  transactions  posted  to  the  State  Accounting,  Budgeting,  and 
Human  Resources  System  (SABHRS)  accounting  system  without 
adjustment. 
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Notes  to  the  Financial  Schedules 


Governmental  Funds 


Accounts  are  organized  in  llinds  according  to  state  law.  The 
department  uses  the  following  funds: 

General  Fund  -  to  account  for  all  financial  resources  except  those 
required  to  be  accounted  for  in  another  fund. 


Special  Revenue  Fund  -  to  account  for  proceeds  of  specific  revenue 
sources  legally  restricted  to  expendiUires  for  specific  purposes.  The 
majority  of  the  activity  recorded  in  the  department's  Special 
Revenue  Funds  include  federal  grants  such  as  Medicaid,  Temporary 
Assistance  to  Needy  Families  (TANF),  Low-Income  Energy 
Assistance  Program  (LIEAP),  Vocational  Rehabilitation,  Child 
Support  Enforcement,  Foster  Care,  Women,  Infants,  and  Children 
(WIC),  Food  Stamps,  Child  and  Aduh  Nutrition,  Children's  Health 
Insurance  Plan  (CHIP),  Social  Services  Block  Grant,  and  Child  Care 
Development  Fund  Grant  programs.  State  programs  include  the 
Public  Health  Laboratory,  Free  Weatherization,  and  Third  Party 
Liability  recoveries.  The  Special  Revenue  Funds  also  account  for 
activity  at  the  Eastmont  Human  Services  Center,  the  Montana 
Developmental  Center,  the  Montana  Mental  Health  Nursing  Care 
Center,  the  Montana  Chemical  Dependency  Center,  and  the  Montana 
State  Hospital. 


Proprietary  Funds 


Debt  Service  Fund  -  to  account  for  accumulated  resources  for  the 
payment  of  general  long-term  debt  principal  and  interest.  The 
department  uses  these  funds  to  account  for  the  Montana  State 
Hospital  and  Montana  Developmental  Center  bond  payments. 

Internal  Service  Funds  -  to  account  for  providing  goods  or  services 
to  other  agencies  or  departments  on  a  cost-reimbursement  basis.  The 
department  recorded  activity  in  this  fund  in  error. 
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Enterprise  funds  -  to  account  for  operations  (a)  financed  and 
operated  on  a  manner  similar  to  private  business  enterprises,  where 
the  Legislature  intends  that  the  department  finance  or  recover  costs 
primarily  through  user  charges  or  (b)  where  the  Legislature  has 
decided  that  periodic  determination  of  revenues  earned  or  expenses 


Notes  to  the  Financial  Schedules 


incurred  or  net  income  is  appropriate.  The  department  recorded 
activity  in  this  fund  in  error. 


Fiduciary  Funds 


General  Fund  Balance 


■y     Expenditure  Program 


Trust  and  Agency  Funds  -  to  account  for  assets  held  by  the  State  in 
a  trustee  capacity  or  as  an  agent  for  individuals,  private 
organizations,  other  governments,  or  other  funds.  Department 
fiduciary  funds  include  Agency,  Expendable  Trust,  and 
Nonexpendable  Trust  Funds.  The  department  uses  an  Agency  Fund 
to  account  for  child  support  payments  collected  on  behalf  of  children 
and  distributed  to  custodial  parents  or  guardians.  Agency  Funds  also 
include  moneys  belonging  to  foster  care  children,  residents  of  care 
facilities,  and  damage  deposits  for  departmental  housing.  The 
department  uses  the  Expendable  Trust  Fund  primarily  to  account  for 
tobacco  settlement  interest.  The  Nonexpendable  Trust  Funds 
account  for  the  Endowment  for  Children,  Montana  Tobacco 
Settlement,  and  Montana  Tobacco  Interest.  At  June  30,  2001,  the 
fijnd  balances  in  the  two  tobacco  accounts  were  $10,749,269  and 
$55,777,  respectively. 

The  negative  fund  balance  in  the  General  Fund  does  not  indicate 
overspent  appropriation  authority.  The  department  does  not  have  a 
separate  General  Fund,  since  its  only  authority  is  to  pay  obligations 
from  the  statewide  General  Fund  within  its  appropriation  limits.  The 
department  records  cash  or  other  assets  from  the  statewide  fund 
when  it  pays  General  Fund  obligations.  The  department's 
outstanding  liabilities  exceed  the  assets  the  agency  has  placed  in  the 
fund,  resulting  in  negative  ending  General  Fund  balances  for  each  of 
the  two  fiscal  years  ended  June  30,  2000  and  June  30,  2001. 

As  part  of  the  implementation  of  a  new  accounting  system  in  fiscal 
year  1999-00,  state  officials  determined  that  a  sub-class  designation 
would  identify  the  program  to  which  an  expenditure  should  be 
charged.  State  officials  did  not  require  non-budgeted  expenditure 
transactions  to  be  identified  to  a  sub-class.  The  program 
designations  in  the  Schedule  of  Total  Expenditures  &  Transfers-Out 
are  based  on  the  sub-class  designation  used  when  the  expenditures 
were  recorded.  The  accounting  system  did  not  require  agencies  to 
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Notes  to  the  Financial  Schedules 


Direct  Entries  to  Fund 
Balance 


5,    Nonbudgeted  Activity 


code  nonbudgeted  accounts  with  a  subclass  code  identifying  the 
expenditure  program  in  which  the  activity  occurred  until  September 
2000.  This  new  edit  requires  that  all  expenditure  transactions 
entered  through  the  general  ledger  include  a  subclass  value.  This 
nonbudgeted  activity  is  included  in  the  column  titled  Program  Not 
Specified  on  the  Schedule  of  Total  Expendimres  &  Transfers-Out. 

The  department  recorded  $247,347,825  and  $235,265,210  of  net 
direct  entries  to  fund  balance  during  fiscal  years  1999-00  and 
2000-01,  respectively.  Of  these  amounts,  $15,815,951  and 
$5,763,493  resulted  from  clearing  prior  period  Medicaid  accruals  in 
fiscal  years  1999-00  and  2000-01,  respectively.  Most  of  the  direct 
entries  to  fiind  balances  in  the  General  and  Special  Revenue  fund 
types  in  fiscal  years  1999-00  and  2000-01,  result  from  entries 
generated  by  SABHRS  to  reflect  the  flow  of  resources  within 
individual  ftinds  shared  by  separate  agencies. 

The  department  recorded  Nonbudgeted  Revenues  and  Transfers-In 
related  to  food  stamp  benefits  of  $53,392,372  and  $52,255,717 
federal  revenue  in  the  Special  Revenue  Fund  in  fiscal  years  2000-01 
and  1999-00,  respectively.  Other  Financing  Sources  include 
transfers  for  the  department's  costs  allocation  plan  of  $41,494,361 
and  $38,827,923  in  fiscal  years  2000-01  and  1999-00,  respectively, 
in  the  Special  Revenue  Fund. 


The  department's  recorded  Nonbudgeted  Expenditures  and 
Transfers-Out  related  to  food  stamp  distribution  of  $53,392,372  and 
$52,255,717  in  the  Special  Revenue  Fund  in  fiscal  years  2000-01 
and  1 999-00,  respectively.  The  Nonbudgeted  Expenditures  and 
Transfer-Out  also  include  cost  allocation  transfers  of  $41,494,361 
and  $38,827,923  in  fiscal  years  2000-01  and  1999-00,  respectively. 
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In  the  Debt  Service  Fund,  nonbudgeted  activity  consists  of  $287,000 
and  $775,834  in  Investment  Earnings  and  $2,709,354  and 
$1,476,420  in  Other  Financing  Sources  for  fiscal  years  2000-01  and 
1999-00,  respectively.  The  investment  earnings  relate  to  money  held 
for  servicing  debt  on  the  Montana  Developmental  Center  and  the 


Notes  to  the  Financial  Schedules 


6.    Indirect  Cost  Transfers 


Montana  State  Hospital.  The  Other  Financing  Sources  are  transfers 
of  funds  to  meet  principal  and  interest  payinents  on  the  bonds. 

Costs,  which  benefit  several  activities  administered  by  the 
department,  are  allocated  to  those  activities  through  the  department's 
cost  allocation  plan.  The  department  estimates  its  servicing  activities 
benefit  its  divisions  as  follows: 


Division 

Fiscal  Year  2000-01 

Fiscal  Year  1999-00 

Human  &  Community  Services 

18,467,561 

22,836,809 

Child  &  Family  Services 

14,949,114 

15,512,921 

Director's  Office 

78,044 

15,794 

Child  Support  Enforcement 

3,927,228 

3,239,955 

Health  &  Policy  Services 

25,302,105 

19,148,836 

Quality  Assurance 

218,964 

358,522 

Operations  &  Technology 

883,837 

3,839,344 

Disability  Services 

3,402,929 

2,654,088 

Senior  &  Long-term  Care 

83,766 

509,604 

Addictive  &  Mental  Disorders 

497,964 

311,393 

Total 

67,811,512 

68,427,266 

7^    Remaining  Appropriation 
Authority 


The  above  amounts  include  corrections  of  errors  made  in  the 
immediate  preceding  year. 

The  negative  appropriation  authority  in  the  General  Fund  for  the 
Human  and  Community  Services  Division  on  the  Schedule  of  Total 
Expenditures  &  Transfers-Out  for  the  fiscal  year  ended  June  30, 
2000  occurred  because  some  transactions  posted  twice  to 
expenditure  accounts  on  the  actual  tables  but  posted  once  to  budget 
tables  on  the  state's  accounting  records.  As  a  result,  General  Fund 
expenditures  were  overstated  by  $700,890.  The  department  did  not 
overexpend  General  Fund  appropriations  for  this  division. 
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Notes  to  the  Financial  Schedules 


g     Contingent  Liabilities  in  United  States  ex  rel.  Matthew  J.  Sisler  vs.  State  of  Montana  et  al.. 

plaintiffs  allege  that  Department  of  Public  Health  and  Human 
Services  and  its  agent  Healthy  Mothers,  Healthy  Babies,  a  nonprofit 
corporation,  fraudulently  claimed  monies  as  donations  which  were 
eligible  for  federal  matching  fiinds.  The  complaint  alleges  that 
approximately  $  1  million  was  paid  to  the  state  of  Montana  during  the 
time  period  at  issue.  It  is  further  alleged  that  the  federal  government 
is  entitled  to  treble  damages  plus  civil  penalties  of  $5,000  to  $10,000 
for  each  violation.  The  State  believes  the  amount  of  loss  in  monetary 
terms  may  be  closer  to  $300,000  rather  than  the  higher  claim 
asserted  in  the  complaint. 

The  department  overdrew  the  Child  Support  Enforcement  federal 
grant  by  $1,780,051  for  fiscal  years  2000  and  2001,  by  recording 
estimated  incentive  grant  collections  in  excess  of  amounts  earned. 
The  department  has  reached  an  agreement  with  the  U.S.  Department 
of  Health  and  Human  Services  to  reduce  its  grant  for  the  current  year 
in  equal  quarterly  increments  to  return  $  1 ,08 1 ,05 1  of  this  amount. 

In  Travis  P.,  et  al.  v.  Eastmont  Human  Services  Center,  et  al., 
plaintiffs  allege  that  the  state  of  Montana,  in  its  operation  of  the 
Eastmont  Human  Services  Center  and  the  Montana  Development 
Center,  is  not  placing  residents  in  the  "least  restrictive  environment." 
In  addition,  plaintiffs'  services  for  those  Medicaid  eligible  recipients 
who  are  "at  risk"  of  being  institutionalized  or  are  on  a  "waiting  list" 
for  services  but  cannot  be  served  due  to  limited  funding  provided  by 
the  Montana  Legislature  for  the  "home  and  community  services 
program"  for  the  developmentally  disabled.  Their  claims  are  based 
upon  alleged  violations  of  the  Americans  with  Disabilities  Act,  Title 
XDC  of  the  Social  Security  Act  (Medicaid),  and  a  constitutional  equal 
protection  and  due  process.  The  case  is  currently  awaiting  the  filing 
of  summary  judgment  motions  and  briefs  by  the  parties.  That  will  be 
completed  by  January  18,  2002.  The  judge  will  make  a  ruling  on 
those  motions  for  summary  judgment  submitted  by  each  party.  The 
ruling,  however,  may  not  completely  decide  the  case.  In  that  event  it 
will  be  set  for  a  trial  at  a  later  date.  The  department  estimates  the 
potential  loss  to  the  state  of  $65,000,000  to  be  reasonably  possible. 
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DEPARTMENT  OF 
PUBLIC  HEALTH  AND  HUMAN  SERVICES 


DEC     4  2D01 


JUDY  MARTZ 
GOVERNOR 


GAIL  GRAY,  Ed.D. 
DIRECTOR 


STATE  OF  MONTANA' 


December  04,  2001 

Scott  A.  Seacat 
Legislative  Auditor 
Room  135,  State  Capitol 
PO  Box  201705 
Helena  MT  59620-1705 

Dear  Mr.  Seacat: 

Enclosed  is  the  department's  response  to  the  recommendations  presented  in  the  financial-compliance 
audit  report  for  the  two  fiscal  years  ending  June  30,  2001. 

The  department  is  committed  to  the  continual  development  and  implementation  of  a  financial 
management  control  strucnare  that  will  enable  the  efficient  and  effective  administration  of  the 
department  functions.   We  feel  that  ongoing  improvements  in  this  area  are  important  to  the  many  health 
and  human  service  programs  the  department  administers  within  Montana. 

I  would  like  to  thank  your  staff  for  their  professionalism  and  cooperation  during  this  audit. 


\AMJ^ 


Gail  Gray,  Ed.D 
Director 
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"An  Equal  Opportunity  Employer" 


Recommendation  #1 

We  recommend  the  department  implement  a  financial  management  control 
structure  to  assure  fmancial  accountability  and  compliance  with  state  and  federal 
laws  and  regulations. 

Concur 

The  department  will  continue  to  work  diligently  on  improving  it's  fmancial  control 
structure.    A  financial  control  workplan  is  in  place  to  outline  and  prioritize  tasks.  In 
addition  three  positions  have  been  established  to  assist  in  improving  the  accuracy  of  the 
agencies  fmancial  records;  Deputy  Director,  Internal  Auditor,  Fiscal  Policy  Advisor. 

Recommendation  #2 

We  recommend  the  department: 

A.  Implement  effective  controls  to  ensure  compliance  with  federal  cash 
management  requirements. 

B.  Draw  federal  funds  in  accordance  with  federal  state  regulations. 

Concur 

The  department  has  developed  a  cash  management  improvement  work  plan  designed  to 
identify  and  improve  on  all  aspects  of  cash  management. 

Recommendation  #3 

We  recommend  the  department  record  financial  activity  in  a  timely  manner  to 

minimize  the  need  to  finance  federal  costs  with  state  funds. 

Concur 

The  department  is  implementing  new  accounting  practices  to  1 )  ensure  timely  processing 
of  payroll  transactions,  2)  process  agency  cost  allocation  monthly  and  3)  improve  the 
timeliness  and  accuracy  other  payment  and  distribution  processes. 


Recommendation  #4 

We  recommend  the  department: 

A.  Comply  with  state  law  regarding  receiving  and  repaying  inter-entity  loans. 

B.  Review  loan  balances  in  funds  and  work  with  the  Department  of 
Administration  to  address  specific  financial  needs. 

Concur 

The  department  will  work  with  the  Department  of  Administration  to  efficiently 
administer  loans  according  to  state  law. 


Recommendation  #5 

We  recommend  the  department  continue  to  develop  a  system  security  and  risk 

review  plan  and  document  the  results  of  the  review  in  order  to  comply  federal 

regulations. 
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Concur 

The  department  will  review  and  make  improvements  to  our  system  security  and  risk 
review  plan  and  its  documentation. 

Recommendation  #6 

We  recommend  the  department  implement  policies  and  procedures,  which  will 
ensure  timely  completion  and  resolution  of  reconciliations  between  the  state's 
accounting  system  and  the  department's  various  subsystems. 

Concur 

The  department  has  established  work  groups  to  review  reconciliation  activities  and 
establish  additional  procedures  as  necessary  per  system.  Systems  have  been  prioritized 
according  to  risk  and  are  being  addressed  in  that  order. 

Recommendation  #7 

We  recommend  the  department  implement  a  procedure  to  ensure  that  MMIS  access 

granted  to  employees  is  canceled  when  employment  is  terminated. 

Concur 

Procedures  exist  outlining  the  security  responsibilities  of  the  MMIS  coordinator;  the 
procedure  will  be  strengthened  to  improve  its  effectiveness  and  to  ensure  turnover  does 
not  hamper  its  operation. 

Recommendation  #8 

We  recommend  the  department  comply  with  constitutional  and  statutory 

requirements  by  disbursing  funds  only  under  an  appropriation  made  by  law. 

Concur 

Department  accounting  policy  has  been  strengthened  to  insure  strict  compliance  with 
state  law. 

Recommendation  #9 

We  recommend  the  department  transfer  $6,711,913  to  the  General  Fund  from  the 

State  Special  Revenue  Fund  as  required  by  state  law. 

Partially  Concur 

The  department  agrees  that  excess  funds  within  the  state  special  fiind  in  question  should 
be  transferred  to  the  general  fluid,  however,  our  preliminary  reconciliations  indicate  a 
transfer  of  significantly  less  than  the  recommended  $6,71 1,913. 

Recommendation  #10 

We  recommend  the  department: 

A.  Apply  established  review  procedures  to  prevent,  detect  and  correct 
accounting  errors  in  a  timely  manner. 

B.  Implement  procedures  to  properly  record  Agency  Fund  additions  and 
reductions  to  Property  Held  in  Trust  account. 
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C.  Ensure  subsidiary  patient  account  records  agree  to  the  accounting  system. 

D.  Refund  the  $121,112  in  indirect  cost  overpayments  to  the  federal  programs 
affected. 

E.  Establish  procedures  to  evaluate  whether  the  difference  between  actual 
expenditures  and  expenditure  projections  is  reasonable  prior  to  making 
accrual  entries. 

Concur 

A.  The  department  continues  to  establish  or  modify  accounting  policies  and  procedures 
to  improve  the  accuracy  of  financial  of  the  financial  records. 

B.  The  fiscal  policy  office  has  issued  a  policy  memo  outlining  the  proper  accounting 
procedures  for  agency  funds. 

C.  Accounting  procedures  have  been  established  to  ensure  patient  accounts  are  properly 
accounted  for. 

D.  The  accounting  error  has  been  corrected  and  the  fiinds  refunded  to  the  federal 
programs. 

E.  Processes  will  be  added  to  the  year  end  procedures  to  allow  program  staff  to  review 
the  reasonableness  of  accrual  entries  prior  to  entry  into  the  financial  records. 

Recommendation  #11 

We  recommend  the  department: 

A.  Adjust  foster  care  expenditure  amounts  to  charge  eligible  costs  of  prior  years 
to  federal  funding  sources,  if  cost  effective. 

B.  Develop  and  implement  controls  to  ensure  federal  funds  are  used  when  there 
are  eligible  expenditures. 

Concur 

A.  We  will  evaluate  whether  expending  additional  state  resources  to  identify  and 
reclassify  costs  of  prior  years  is  cost  effective. 

B.  Processes  have  been  implemented  within  the  Child  and  Family  Service  Division  and 
the  CAPS  computer  system  to  identify  and  claim  the  best  federal  recovery  source  per 
claim. 

Recommendation  #12 

We  recommend  the  department  complete  the  calculation  of  per  diem  rates  by  July  1 

of  each  year,  as  required  by  state  law. 

Partially  Concur 

While  the  department  would  like  to  comply  with  this  statute  it  is  difficult  to  set  accurate 
rates  by  07/01  when  the  fiscal  year  does  not  closed  until  approximately  07/25. 

Recommendation  #13 

We  recommend  the  department  develop  a  health  care  database  are  required  by 

section  50-4-502,  MCA. 
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Partially  Concur 

The  department  has  not  been  able  to  comply  with  this  statute  because  the  Legislature  has 
not  provided  funding  for  the  activity.  The  department  may  seek  legislation  to  eliminate 
this  requirement. 

Recommendation  #14 

We  recommend  the  department: 

A.  Implement  procedures  to  track  earmarked  expenditures  categories  by  grant 
year  for  the  SAPT  grant. 

B.  Monitor  expenditures  to  ensure  each  charge  is  properly  obligated  or  paid 
within  the  period  of  availability  of  the  grant. 

Concur 

We  are  currently  implementing  changes  within  the  accounting  structure  and  in  external 
spreadsheets  to  ensure  the  SAPT  grant  is  expended  appropriately. 

Recommendation  #15 

We  recommend  the  department  seek  revision  of  the  contract  related  to  the  revolving 

housing  loan  account  to  achieve  compliance  with  federal  cash  management 

regulations. 

Concur 

We  are  currently  evaluating  options  to  allow  the  efficient  performance  of  the  contract 
without  compromising  federal  cash  management  regulations. 

Recommendation  #  16 

We  recommend  the  department  establish  procedures  to  ensure  wage  verification  for 

TANF  participants. 

Concur 

Our  policy  states  that  wages  must  be  verified.  The  department  is  currently  working  with 
the  Department  of  Labor  and  Industry  (DLI)  to  increase  DPHHS  access  to  their  MISTICS 
system  (the  UI  system  that  replaced  BeAR).  DLI  has  asked  us  to  re-verify  the  users' 
access  list  and  once  that  is  complete,  we  should  be  linked  to  MISTICS  and  have 
immediate  system  access  to  UI  and  wage  information.  We  anticipate  the  completion  of 
this  process  before  year-end. 

DPHHS  has  an  agreement  with  ERS  for  an  approved  process  for  an  income  information 
match.  This  is  called  the  Disclosure  of  Information  to  Federal,  State  and  Local  Agencies 
(DIFLSA)  process.  The  ERS  agreement  has  been  signed  and  the  IRS  has  inspected  the 
department's  system,  storage  and  disbursement  procedures.  Trial  reports  have  been  run 
and  checked  by  the  department's  central  office  staff.  The  first  active  runs  for  this 
program  will  take  place  this  quarter  (Oct-Dec,  2001)  with  case  actions  immediately 
following. 
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DPHHS  also  uses  the  Income  Eligibility  Verification  System  (EEVS)  interface  and  the 
System  Eligibility  Verification  System  (SVES)  interface  with  the  Social  Security  System 
to  verify  SSI  or  SSDI  income. 

Recommendation  #  17 

We  recommend  PHMS  discontinue  preparing  ineffective  TEAMS  exception  reports 
and  establish  procedures  to  ensure  the  use  of  those  reports  useful  in  monitoring 
program  activities. 

Concur 

The  department  concurs.  The  division  has  reviewed  the  entire  TEAMS  Distribution  list 
and  is  eliminating  reports  and  asking  for  new  reports  to  assist  in  monitoring  caseloads, 
participation  and  eligibility. 

Recommendation  #18 

We  recommend  the  department  establish  procedures  to  ensure  completion  and 

documentation  of  reviews  of  WIC  edit  reports  which  identify  improper  use  of 

vouchers. 

Concur 

As  of  November  15,  2001,  we  will  be  tracking  on  a  daily  basis  and  following  up  these 
edits  to  insure  voided  vouchers,  including  replacing  infant  formula,  are  appropriate  and 
not  a  possible  dual  issuance  of  WIC  benefits. 


Recommendation  #19 

We  recommend  the  department: 

A.  Document  procedures  used  to  reconcile  food  stamp  issuances  reported  by  the 
contractor  and  those  recorded  as  authorized  on  the  department's  records. 

B.  Cross  train  employees  so  administrative  responsibilities  can  be  met  if 
turnover  occurs. 

Concur 

A  new  process  has  been  set  in  place  for  monthly  and  quarterly  reconciliation  reports. 
This  process  documents  issuances  made  by  the  contractor  with  those  authorized  by  the 
department.  Staff  have  been  cross-  trained  so  that  vacancies  or  absences  will  have  no 
affect  on  our  ability  to  provide  timely  federal  reports. 

Recommendation  #20 

We  recommend  the  department  establish  procedures  to  ensure  Medicaid 
overpayments  are  reported  on  the  Medicaid  expenditure  report  in  accordance  with 
federal  regulations. 

Concur 
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DPHHS  also  uses  the  Income  Eligibility  Verification  System  (lEVS)  interface  and  the 
System  Eligibility  Verification  System  (SVES)  interface  with  the  Social  Security  System 
to  verify  SSI  or  SSDI  income. 

Recommendation  #  17 

We  recommend  PHHS  discontinue  preparing  ineffective  TEAMS  exception  reports 
and  establish  procedures  to  ensure  the  use  of  those  reports  useful  in  monitoring 
program  activities. 

Concur 

The  department  concurs.  The  division  has  reviewed  the  entire  TEAMS  Distribution  list 
and  is  eliminating  reports  and  asking  for  new  reports  to  assist  in  monitoring  caseloads, 
participation  and  eligibility. 

Recommendation  #18 

We  recommend  the  department  establish  procedures  to  ensure  completion  and 

documentation  of  reviews  of  WIC  edit  reports  which  identify  improper  use  of 

vouchers. 

Concur 

As  of  November  15,  2001,  we  will  be  tracking  on  a  daily  basis  and  following  up  these 
edits  to  insure  voided  vouchers,  including  replacing  infant  formula,  are  appropriate  and 
not  a  possible  dual  issuance  of  WIC  benefits. 


Recommendation  #19 

We  recommend  the  department: 

A.  Document  procedures  used  to  reconcile  food  stamp  issuances  reported  by  the 
contractor  and  those  recorded  as  authorized  on  the  department's  records. 

B.  Cross  train  employees  so  administrative  responsibilities  can  be  met  if 
turnover  occurs. 

Concur 

A  new  process  has  been  set  in  place  for  monthly  and  quarterly  reconciliation  reports. 
This  process  documents  issuances  made  by  the  contractor  with  those  authorized  by  the 
department.  Staff  have  been  cross-  trained  so  that  vacancies  or  absences  will  have  no 
affect  on  our  ability  to  provide  timely  federal  reports. 

Recommendation  #20 

We  recommend  the  department  establish  procedures  to  ensure  Medicaid 
overpayments  are  reported  on  the  Medicaid  expenditure  report  in  accordance  with 
federal  regulations. 

Concur 
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The  fiscal  policy  office  has  issued  an  accounting  policy  memo  outlining  the  procedures  to 
be  followed  that  will  ensure  compliance  with  federal  Medicaid  regulations  concerning 
overpayments. 

Recommendation  #21 

We  recommend  the  department  establish  procedures  to  ensure  federal  Social 

Services  Block  Grant  reports  are  supported  by  the  accounting  records. 

Concur 

We  will  strengthen  procedures  surrounding  federal  reporting  to  ensure  all  financial 
reports  are  supported  by  the  fmancial  records. 

Recommendation  #22 

We  recommend  the  department  implement  controls  to  ensure  cash  management 
interest  obligation  calculation  spreadsheets  submitted  to  the  Department  of 
Administration  reconcile  with  the  accounting  records  and  are  accurate. 

Concur 

The  department  has  established  accounting  procedures  to  ensure  accurate  and  consistent 
interest  calculation  spreadsheets.  This  procedure  has  been  reviewed  by  the  Department 
of  Administration. 

Recommendation  #23 

We  recommend  the  department  implement  control  procedures  to  ensure  state 
records  and  supporting  documentation  related  to  a  federal  award  are  maintained  in 
accordance  with  federal  regulations. 

Concur 

We  will  review  the  control  procedures  surrounding  supporting  documentation  and  make 
improvements  where  necessary. 

Recommendation  #24 

We  recommend  the  department  development  develop  an  approval  process  to  ensure 

the  department  is  not  contracting  with  suspended  or  debarred  parties. 

Concur 

We  will  review  the  contracting  process  and  make  improvements  to  insure  the  proper 
contract  language  is  included  in  new  and  amended  contracts. 
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